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ARCHER, BULMAHN & CQ.
CERTIFIED PUBLIC ACCOUNTANTS

aro SOUTH LAKE AVENUE - FASADENA, CALIFORKIA 81100

To the Board of Directors
Angeles Chemical co., Inc.

We have compiled the accompanying balance sheet of Angeles Chemical Co., Inc.
as of April 30, 1987 and the related statement of income and changes in financial
position for the quarter and year then ended, in accordance with standards
established by the American Institute of Certified Public Accountants.

A ¢compilation is limited to presenting in the form of financial statements
information that is the representation of management. We have not audited or
performed a review service on the accompanying financial statements, and
accordingly, do not express an opinion or any other form of assurance on them.

Managemént has elected to omit substantially all of the disclosures required by
General ly Accepted Accounting Principles. If the omitted disclosures were included
in the financial statements, they might influence the user's conclusions about the

company's finandial position. Accordingly, these financial statements are not
designed for those who are not informed abxut such matters.

dnc&m BV\MM-AAL 4

CERTIFIED PUBLIC ACCXINTANTS

August 18, 1987
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MNPRFLFS CHEMICAL 0., INC.
BALANCE SHEET
{Unaudited)

AFRIL 30, 1987

ASSETS

CURRENT ASSETS
Cash .
Accounts Receivable (net of allowance
for doubtful accounts of $21,897)
Inventories, at cost
Prepaid expenses
Total current assets

FIXED ASSETS
Property, plant and equipment (net of
accumulated depreciation of $868,342)
Construction in progress
Total fixed assets

OTHER ASSETS
Deposits

Total assets

LIABILITIES AND CAPITAL

CURRENT LIABILITIES
Accounts payable, trade
Accrued expenses
Deposits
Note payable (Bortz Oil) - current
maturity
Total current liabilities

LONG TERM LIABILITY
Note payable (Bortz Oil)

CAPITAL
shares authorized, 54065 shares issued
and outstanding )
Paid in capital in excess of par
Retained earnings
Total capital

Total liabilities anﬂcapital

§ 202,302
1,322,518
754,309

- 206,649
692,882

— 239,763
$ 608,975
68,025
198,088

- 193,283
5,406
105,724

= 2:010,974

See accountant's compilation report.

ARCHER. BULMAKMN & CO.
CERTIFIRD FUMLIE AECOUNTARTS

§ 2,525,718

732,647

— .1.944
$ 3,266,369

$ 1,068,377

75,888

—2,122,]04
$ 3,766,369

I
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BNGELES CHEMICAL (D., INC.
STATEMENT OF INCOME
{Imaudited)

YEAR ENDED APRIL 30, 1987

SALES
LESS: QUST OF SALES
Gross profit

OFERATIN: EXPENSES
Salaries and wages
Selling and promotion
Shipping
Insurance
Repairs and maintenance
Manufacturing
Depreciaticn
Rent
Employee benifit programs
Business taxes and licenses
Ganeral and administrative
Utilities and telephone
Professionzl services
Bad debts

Total operating expenses

Operating Income

OTHER INCOME
Interest and dividends
Discounts :
Demurrage
Miscellaneous income

OTHER EXPENSE
Intgxest
Consul ting/covenant
Loss on sale of assets
Acquisition/start-up expense
Net income before taxes
Provigion for Income taxes

Net Income

$10,520,887

2,734,179
B22,015
432,458
247,754
188,128
181,892
160,620
156,892
112,000
88,541
88,249
59,938
40,999
34,166
— . 26,320

2,639,972

94,207
39,167
6,509
2,684

24.887 73,247
15,172
57,500
4,404

7.044 (88,120)

79,334

— 112,340}

$ 66,994

See accountant's compilation report.

ARCHER, BULMAHMN & CO.
CEATINED FURLIE AECBUNTANTS
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ANGELES (HEMICAL 0., INC.
STATEMENT OF CHANGES IN FINAMCIAL, POSITION
{Unaudited)

YEAR ENDED APRIL 30, 1987

SQURCES OF WORKING CAPITAL

Net income 5 66,994
Item not requiring working capital:
Depreciation w61 892
Working capital provided by operations 223,886
QUTHER SOURCES OF WORKING CAPITAL
Increase in long term debt 75,888
Sale of assets ' 8,696
Increase in deposits 169
Total sources of working capital $ 308,639
USE OF WORKING CAPITAL
Purchase of assets - 521,630
Decrease in working capital _ $ {212,991)

CHANGES IN WORKING CAPITAL - INCREASE OR (DECREASE)

Cash $ (6B1,596)
Accounts recejvable 12,439
Inventories 197,012
Frepaid expenses 91,506
Accounts payable 509,020
Accrued expenses (15,137)
Income taxes payable ' {94, 260)
Deposits (38,667)
Note payable —1193,288

$ (212,991)

See accountant's compilation report.

ARCHER, BULMAHMN & CO.
CRATIFIED PUBLIC ACCOUNTANTA
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Menke & Siocintes, Sc.

APPENDIX II
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Monike & Mvocitis, He.

QUALIFICATIONS OF MENKE & ASSQOCIATES, INC.

John D. Menke

John Menke i3 a tax attorney and an experienced professional in
the field of corporate finance.

Prior ta founding Menke & Associates, Inc., in 1974, he was
general counsel to Boothe Computer Invastment Corporation, a
venture capital firm. Prior to that, he was associated with the
law firm of Kelso, Cotton, Seligman & Ray, where he practiced in
the fields of corporate finance, tax planning, mergers and
acquisitions, and deferred compensation.

Mr. Menke has authored over 20 articles regarding Employee Stock
Oownership Plans, leveraged buyouts and estate planning tech-
nigques, as well as a leading book on Employee Stock Ownership
Plans. Mr. Menke also assisted in drafting some of the legisla-
tion which codified Employee Stock Ownership Plans as a part of
Federal law.

Menke & Associates, Inc., is one of the oldest and most active
firms in the country in the design and administration of employee
Stock Ownership Plans. Since its founding in 1974, Menke &
Associates, Ine., has designed and installed Employee Stock
Ownership Plans and leveraged buyouts for hundreds of public and
private companies including several of the nation's largest
privately held firms. ‘

Mr. Menke received hig B.A. degree from the University of Texas
and his LL.B. degree from Yale Law School.

Bric M., Bramstedt

Eric Bramstedt has nearly 25 years experience in the field of
financial analysis, equity evaluations, securities analysis and
investment banking. He has prepared well over 100 business
valuations on closely held companies for merger and acgquisition,
gift and estate taxes, Employee Stock Ownership Plans (ESOPs),
incentive stock option plans and others. These valuations
covered a broad industry scope of c¢losely held and public
companies including several Fortune 1000 listings. Mr. Bramstedt
possesses in-depth Kknowledge of ESOP functions and valuations
through seven vears of extensive experience with two leading ESOP
design and valuation firms -- Kelso & Co. and Houlihan, Lokey,
Howard & 2Zukin.

Mr. Bramstedt holds a bachelors degree in Economics from Stanford
University and is a Chartered Financial Analyst (CFA). His
professional affiliations include membership in the Security
Analysts of San Francisco, the Financial Analysts Federation, and
the Valuation Roundtable of San Francisco.

BROO10086



Monke & AMisrcintes, Hne.

Bryant J. Brocks

Bryant J. Brooks has an extensive background in corporate
finance, venture capital, investment banking, and mergers and ac-
quisitions. Mr. Brooks was President of Bay Equities, a venture
capital firm, from 1972 to 1974. From 1968 to 1972, Mr. Brooks
was President of Boothe Computer Investment Corporation, also a
venture capital firm. Prior to that, Mr. Brooks was Vice Presi-
dent and Treasurer of Continental Capital Corperation, a publicly
held Small Business Investment Company.

Since 1975, Mr. Brooks has prepared evaluation reports for a wide
range of small and large companies. The clients represent a va-
riety of manufacturing, distribution and service organizations --
ineluding a number of high-technology companies.

puring 1982, Mr. Brooks served for nine months as pre-term
president of a publicly held savings and loan holding company.

Mr. Brooks also teaches graduate level finance courses at Golden
Gate University in San Franclsco.

Mr. Brooks was graduated Phi Beta Kappa from Yale University in

1950, receiving a B.A. degree in Economics. He received an
M.B.A., with Distinction, from Harvard University in 1955.

Raymond G. Hogue

Raymond G. Hogue is an experienced financial analyst who has been
a member of the business valuation staff of Menke & Associates
since 1982. Mr. Hogue has a broad background in the analysis and
valuation of various sizes and types of businesses, Prior to
joining Menke & Associates, Inc., he served as the accounting and
financial manager for a contract software development company.

Mr. Hogue graduated with honors from San Jose State University,
receiving a B.S. degree in finance. In addition, he was chosen
as the outstanding graduate of the San Jose 5tate University
School of Business. '

Robert M. Ireland

Robert M. Ireland has an extensive background in securities
valuation, corporate finance and venture capital. Prior to joinw
ing Menke & Associatea, Mr. Ireland was a Vice President and
General Partner of Kelso & Company, Inc., an investment banking
firm which specializes in Employee Stock Ownership Plan (ESOP)
financing techniques. Mr. Ireland is an experienced professional
in securities valuation, in the financial design of Employee
Stock Ownership Plans (ESOPs), and in the planning, design,
structuring and implementation of leveraged buyouts.

BR0O01007



Moo & Ldocertss, S,

Prior to his association with Menke & Associates and Relso &
Company. Mr. Ireland was a consultant to Transamerica Corporation
and Memorex Corporation in the areas of corporate finance and
capital markets during their computer industry antitrust litiga-
tion. From 1970 to 1974, Mr. Ireland was a Security Analyst at
BA Investment Management Corporation, a subsidiary of Bank of
America NT&S5A. He is a member of the Financlal Analysts Federa-
tion, the Security Analysts of San Francisco, and the American
Management Assoclation.

Mr. Ireland graduated from Stanford University with an A.B. in
Economics in 1965. He received his M.B.A. in Finance from the
University of California at Los Angeles in 1967, followed by twao
years of service in the U.S. Army as a Contracting Officer at the
U.5. Army Electronics Command in Ft. Monmouth, New Jersey, and
the Republic of Vietnam.

Everett A. Matheaws

Everett A, Mathews graduated from the University of California,
Berkeley, with a B.3. degree in Finance. Prior to 1971 he was
employed as a commercial loan officer by Security Pacific Nation-
al Bank in their San Francisco Main Office with responsibility
for lending to husinesses. ‘Singce 1971 he has specialized in
financial analysis and the wvaluation of closely held businesses,

John L. Scripps

John Scripps has 20 years of extensive experience in corporate
financial and general management as well as business valuation.

Pollowing several years as a Systems Analyst in the Office of the
Assistant Secretary of Defense for Systems Analysiz in
Washington, D.C., he rejoined the private sector where he has
served for almost 18 years as the chief financial officer of
three private companies. In that capacity, Mr. Scripps has
directed the financial affairs of manufacturing and service
companies ranging in size from a venture capital-financed
"startup® to an established 85 year-old company producing annual
sales approximating $100 million.

Subsequently, Mr, Scripps has speclalized in the valuation of
closely-held businesses. He has prepared business valuations for
a wide range of companies in manufacturing, service, and distri-
bution industries nationwide. He has prepared valuations for a
number of purposes, including gift taxes, estate taxes, employee
stock ownership plans, and for acquisitions and dispositions of
controlling interests in companies.

Mr. Scripps holds an M.B.A. degree in Finance from the Stanford

University Graduate School of Business Administration and a B.A.
deqree, also from Stanford University.

BRO01008



Minke & Lavcivtis, Fuc.

ponald J. Tubb

Donald J. Tubb has varied and extensive experience in general and
financial management as well as in corporate finance and business
valuation. Mr. Tubb is a retired Air Force officer with 22 years
service as a pilot and operations/logistics manager. Subsequent-
1y, as a Vice President in the Wells Fargo Bank Corporate Finance
Department, he performed stock valuations and assisted in corpor-
ate planning, mergers/acqulsitions and private placements for
bank customers. He has also served as CFO of a manufacturing
company and formed his own consulting firm to provide valuation
consulting and corporate planning services to corporate clients.

Mr. Tubb received an M.B.A. degree in Finance in 1973 from the

University of California at Berkeley and a B,A. in 1955 from
Oklahoma State Universaity.

BR0O0O1009
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ANGELES CHEMICAL CO.» INC,

CURRENT ASSETS
FETTY CASH
CASH IN EBANK
CASH IN BANK « RORTZ
CASH IN MONEY MARKET
F.AR. FUND
ACCOUNTS RECEIVABLE

ALLOW. FGR -DOURTFUL ACCTS.

NET RECEIVAFRLES
ACCTS: REC. - STALLION
ACCTS. REC. =~ OTHER
EMFLOYEE ADVANCES
INVENTORY - CHEMICALS
INVENTORY ~ FACKAGING
INVEMTCGRY - PKG.~EBORTZ
INVENTORY - DRUMS .
INVENTORY - GASOLINE
FREPAID FPROFPERTY TAXES
FREFAID TANK TESTING
FREFAIL INSURANCE
FREFAID INCOME TaxXES

FREFAID CONSULTANTS FEES

FREFAID FACKAGING

TOTAL CURRENT ASSETS

FIXEDr ASSETS - AT COST

OFFICE TRAILER

TRUCKS & AUTOS

TANKS & FLANT EQUIPHENT
FURNITURE & FIXTURES
CONSTRUCTION IN FROCESS
FLANT

TOTAL FIXEDR ASSETS

EALANCE SHEET
UNAUDITED
AFRIL 30, 1987

% 1,3169175.%0

(21.B97.02)

——————— e

?7r811.43
291,201,353
455,080.22
191.,53%9.14

29+ 765,50
3242840, 97

b e ———————

LESS! ACCUMULATED LEFRECIATION

NET FIXED ASSETS

OTHER ASSETS
BEFDSITS -
IEFOSITS — PALLETS
DEFOSITS « DRUMS

ACAUISITION DEFOSITS FAID

PFOTAL OTHER ASSETS

TOTAL ASSETS

SEE ACCOUNTANTS COMFILATION REFQRT

$ 300.00
(2BB,843.48)
42y493.72
9110%.54
443,242,1

(14/)

11294,278.88% ;3/ %

24y440,3
2+492,00

286.50 %

402,014.71
I13,3567.31
11,4664.00
2:157.1
2y1946.14
(3,533.40)

126,195,02
f§psa.4aa.oo

11!233.32
14,098.2

——— g T o e sk

£o,
11{17

F0

1

~

r500,9258,79
(B&8,311.70)

43119 .00
. 9B84.50
2,838.25
+ 00

—————— 7

794#

732,647,0%
745

7y943,7¢

—————— o — — g ke

$ 3 _2661369.27
‘F

-

BRO01010



TOTAL LIABILITIES & CAFITAL

ANGELES CHEMICAL CO.» INC.
BALANCE SHEET
> . UNAULITED
D AFRIL, 30, 1987
ILITIES AND CAFITAL
CURRENT LIABILITIES _
ACCOUNTS FAYARLE $ 608y975,01
ACCRUED PAYROLL 137122.317 3
ACCRUED COMMISSIONS 47,0224
SALES TAX FAYAELE 71139.290,
INCOME TAXES PAYABLE T o0s
RUM DEFOSITS 157.450.ogk 129
FALLET LEPOSITS © 520.0
CUSTDMER DEFOSITS 10,118.00
EMPLOYEE RENEFIT & WELFARE 741, 33}- OXlrdd
~NOTE PAYABLE - BORTZ OIL 193,288,44
ACCRUER FROFIT SHARING .00
TOTAL CURRENT LIARILITIES $ 1,068r374.85
"LONG TERM LIABILiTIESF\ |
NDTE FAYABLE - FORTZ DIL - 75,888,23
" TOTAL LONG TERM LIARILITIES 75.888,23
CAPITAL _
CAFITAL STOCK - $.10 PAR VALUEs
110005000 SHS. AUTHOKRIZEL, |
..54,065 SHS, ISSUED & DUTSFANDING 5,406.50
FAILF IN CAPITAL : 105,723, 80
RETAINED EARNINGS - BEGINNINGS 2,248:154,07 -
' STOCK REDEEMED (304,174,20)
(9357 e ,
MET .INCOME OR (L.OSS) 661993,97
RETAINED EARNINGS 2,010,973, 84
TOTAL CAPETAL @aéﬂgg 27122,104,14

ke e e e

$ 37266936922

—mEmmTiTrEE

"SEE' ACCOUNTANTS COMFILATION REFORT
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SALES

COST OF SALES
BROSS PROFIT

OFERATING EXF
ADMINISTRATIVE
FLANT WAGES
SALES WAGES

——3¥FACKAGING DEFPARTMENT NABES

OFFICE WAGES
FLANT EXFENSE
TRUCK EXPENSE
AUTD & TRAVEL
SALESMEN EXFENS
FREIGHT ouT
FREIGHT OUT<LAS
DRUM MATNTENANC
TANK TESTING EX
REFAIRS & MAINT
FRINTING FREP..
SUPPLIES
SUPFLIES-LAE
OUTSINE LAROR
EQUIPMENT RENTA
RENT

OFFICE SUPFLIES
GENL. & ADMIN.
COMPUTER EXFENS
FROFESSIONAL ( SE
TAXES & LICENSE
FAYROLL TAXES
BUSINESS FROMOT
ANVERTISING
COMMISSIONS
COMMISSIONS-LAS
COMMISSIONS-EOR
DIRECTORS FEES
CONATIONS
INSURANCE
WORKMENS COMF.
GROUP INSURANCE
MES & SUESCRIF

DRI

ANGELEE CHEMICAL CO.»

ENSES,
SALARIES

ES

——

2N
FENS

ENANCE
EXFENSE

L

EXPENSES
E

RVICES
S
10N

2.

TZ

TNSURANCE
TIONS

YEAR ENBED AFRIL 30v

-

COMEINED
UNALUDITED

CURRENT
FERIORD

 2v619y

e ek ek o o s
S e s e o o

1201400,00
37167310
32:179.57
72,484,164
26v469.,17

- 14,098.85

25,083,856
7+360.06
3,680.19

55'510.7?

.00
26:747,35

1,650.00

1i-515.89
11425,77
41643, 16

819.01

381930, 43'“
(1y200.34)

33:000,00
2y851.52
2y151.42
1,892,579
Br167.11
5!890007

25+534,40
S5»759.15
2:311.17

82,418,37

00

48,878.48

2:250.00
779,00

231786, 460
6!713072

13,487,086

761,465

1787

2046.49

INC,
STATEMENT OF INCOME |

SEE ACCDUNTANTE‘CUHPILATIDN REFORT

YEAR
% TO DATE %
100,0% 10,520,886.92 100,90
2&-; 2!734!173 76 26-0
&S
4.6 202,475.00=F 1.9
1.4 789.34 1.4
1.2 525.51N. 1.3
2.8 Q24,17 1.7
100 2 144‘62 1'0
o4 30+348.57 .3
1.0 743061.34°F v 7
¢3 42,958L734ﬂ + 4
|1 9!1571?7 n1
2,1 —» 235,420.78°0 2,2
.0 12:,333.70 .1
1.0 143!210085"\ iJa
.1 6:510,00 .1
vy 32,171.51] .3
1 4!384;80 -0
o2 33,083.99 .3
.0 1,160.12 W0
7145 qg€k59r156.25 b
.0 1 !24801’ o1
1.3 _g112,000, 004 1.4
b1 22,090.22 o2
o1 12,448.61 ¢ 1
1 ?P?66045 01
13‘ 34’16&!02 13
.2 20,982,968 e
1.0 =92-67,266.11 4 &
2 332976, 40 '3
' 1 10,128.09 W1
2.1 BR2r416.37 B
W0 4a139,089, 53'$7 1.3
109 ﬂ€9114!7a90¢d 1!1
1 2+000.00 o1
W0 1,080.32
1.0 127,770,113 3%
4 ) 15'8&1096 * L
o5 TReu4,496,24 V4
.0 S51388.45 o1
BRO0O1012




D

RN

ANGELES CHEMICAL CD.»

INC.

STATEMENT OF INCOME

OFERATING EXPENSES-(CONT'D)

UTILITIES
TELEFHONE
HEFRECIATION
MISCELLANEQUS

EMFLOYEE MEDICAL RENEFITS

EMFLOYEE WELFARE
FENALTIES
UNIFORM EXFENSE
BADl DEETS

FROFIT SHARING EXFENSE( Laak-)

TOTAL OFERATING EXPENSES

OFERATING INCOME OR (L.0SS)

OTHER INCOME
NIBCOUNTS EARNED
LIEMURRAGE
INTEREST INCOME
OIVIDEND INCOME

MISCELLANEOUS INCOME

CTHER EXFENSE
INTEREST EXFENSE

CONSULTANT EXPENSE
LOSS ON SALE OF ASSETS

ACQUISITION START-UF EXFENSE
) : % . .

4

/

NET INCOME OR (LOSS)

REFORE TAXES

FROVISION FOR TAXES

NET INCOME OR (LOSS)

UNAUDITED
YEﬁR ENIED aAPRIL 30y

COMEINET
1987
CURRENT
FERIOD 4
$ 3,050.95 +1
71795.30 +3
2r951.59 1.3
+ 00 N
Sr134.25 +2
79.88 0
+00 'O
3!0?10?8 v1

246,320.18 1.0
653:979.B9 2.5

—— e et ek ke s ——— —

889,723.98 34,0
(202,500.5%9) (7.7}
2¢345.35 .1
587.50 .0
61,13 0
6r695,92 .3
5+588,.84 2
15:,278.74 .6
7+039.,08 «3
14+375,01 N
, 5!204!15‘ roe2 =
21980,32 'l
29+598,56 1.1

Y AR S il ek e —— —— —

(216+820.41) (8.3)
118:011,00

—— —— — . Wi it sk ek s e e .

SEE ACCOUNTANTS COMPILATION REFORT

YEAR .

TO DATE 4

¢ 14!&93|?4 01
26»305.04 3
941565891 ,50 1.5
115,87 0
21!044¢29 02
1:%156.,88 + 0
24,78 O
5’333.11 01
T 26¢320.18 +3
631 779.89 oS

——— — VY o

— ——— o S —— -

©4,204,75 2
Ay 508,57 +1
27484 .50 + 0

10’753050 11

28,413.85 Y

24,8B84.84 2

73!247026 ) 0?

19!1?2.33 t2

#"7..,00 01 .E
4,404,15 w0
7:043,50 W 1
88s120.04 +8

79,223,997 « 2

(12+340,00) (.1

$ &52993.,.97 b
sS=E=samzm== =====
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ANGELES CHEMICAL CO.» INC,
STATEMENT OF CHANGES IN FINANCIAL FOSITION

UNAURITED

SOURCE OF FUNILS

YEAR ENDEDR AFRIL 30s 1987
CURRENT
PERIOD

YEAR
TO DATE

NET INCOME $(98r807.41) $ 66¢993.97
ITEMS NOT REQUIRING
WORKING CAPITAL! :
DEFRECIATION ' 33+418.06 1577v357.%7
OTHER SOURCES
DRUM NEFOSITS 40,00 ?5:75
SALE OF ASSETS 8.229.68 B, 229. 68
INCREASE IN LONG-TERM DEET + 00 2y 583,2

TOTAL SOURCE OF FUNDS
AFFLICATION OF FUNDS

el e e . o o

————— ——— —

— e — ——

DECREASE IN LONG~TERM LERT 431670.97 Bé6r694.98 |

FURCHASE OF ASSETS 20v358.93 U21,4630.20

INCREASE IN DEFOSITS (4:356.12) (73.50)
TOTAL AFPLICATION OF FUNLS . 97:673.78 603:251;63

INCREASE OR (DECREASE)

IN WORKING CAPITAL - $(115:795.45) $(212,991.10%
0 . =====Empns TEE=E====m
‘CHANGES IN WORKING CAPITAL~
INCREASE OR {(DECREASE)
CASH ${398,292.52) $(4681y595.74)
ACCOUNTS RECEIVABLE 66rF0B. 00 12,277.34
EMFLOYEE ADVANCES 452,00 1561.50
INVENTORIES #110,220,45 - F197,012.11
FREFAID EXFENSES 51,723,440 ?1,505,89
ACCOUNTS PAYAHLE 735429,12 S09,020.44
ACCRUED FAYROLL 18+719.37 {(18:775.01)
PAYROLL & SALES TAX PAYAEBLE (49 .28) 15211.77
INCOME TAXES PAYAELE 36¢071,00 {($4:280.00)
DRUM- DEFOSITS (8:240.00) {35:580.00)
CUSTOMER DEPOSITS (19A57,00) (2+987.00) -
EMPFLOYEE BENEFIT & WELFARE (509.01) (B00.,93)
LBANS PAYABLE .00 (193, 288.44)
ACCRUED FPROFIT SHAKING (55,050.98) Z21227.97
INCREASE OR (LECREASE)
IN WORKING CAPITAL $(1161795,45) $(212,991,10)

— — .t T P ke

A R i e —f

ake e e e e s s 2y o ]

== | 1

SEE ACCOUNTANTS COMFILATION REFORT
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September 11, 1987

PERSONAL AND CONFIDENTIAL

Mr. James L., Froelich

Angeles Chemical Co., Inc.

P.0, Box 2163

. Banta Fe Springs, California 320670

Dear Jim:

As discussed with you and John Locke today, #Menke & Aszoclates
places a fair market value on the common equity ownership of
Angeles Chemical Company of $2,122,104 or $39.25 a ahare bazed on
54,065 shares of Class A and B common stock cutstanding. This
valuation is for employee stock ownership plan (ESOP) purposes
and is as of April 340, 1937.

The valuation is eguivalent to the Company's stated hook value as
of that date and is employed in recognition of the fact that the
Company's earnings are expected by management to recover from the
depressed level of fiscal 1987, Over the longer term, Menke &
Associates would use capitalization of earnings methodologies.

A complete report reviewing and discussing the various factors
analyzed and considered to arrive at this fair market value is in
the process of preparation and will be forwarded upon completion.
Very truly yours,

Eric M. Bramatedt

EMB: ew
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November 30, 1587

PERSONAL AND CONFIDENTIAL

Mr. James Froelich

Angeles Chemical Co. Inc.

P.0. Box 2163

Santa Fe Springs, California 90670
Dear Jim:

Enclosed is the Anchem ESOP valuation atudy and three
photocopies. Also enclosed is our invoice.

Thank you for your help and cooperation In the preparation of
this report.

Sincerely yours,
Eric M. Bramstedt

EMBz aw
enclosures

R e, i
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ORIGINAL NOTES TO

BE RETAINED RY

- BORTZ

SECURED NEGOTIABLE PROMISSORY NOTE

!
|
|

$370,000.00 . ‘Lo3 Angelesz, California
October ', 1986

, FOR VALUE RECEIVED, ANGELES CHEMICAL CO., a California
corporation ("Purchaser®) hereby promises to bay BORTZ OIL
CO., INC., at 1746 North Spring Street, Los Angeles, Cali-
fornia, - 90012, Three Hundred Seventy Thousand Dollars
($370,000.00) including interest at nine percent (9%) per
annum; principal and interest payable in egqual monthly
installments of $16,903.35 until paid in full; payments to
commence on or before November 1, 1986 and on the first day
of each month thereafter.

The payment of this Note is secured by a Security
Agreement covering the equipment purchased from payee which
will be located at the premises of the maker, 8915 Sorenscn
Avenue, Santa Fe Springs, California.

The unpaid principal amount of this Note, together with
accrued interest therson, and any other sums due or to be-
come due hereunder shall, at the election of the holder
hereof, mature and become immediately due and payvable with-
out presentment or demand for payment, dishonor, protest or
notice of protest or other formality, 211 of which are
hereby expressly waived, upon the happening of any one or
more of the following events of default:

(a) If Purchaser shall fail to make full payment of
any installment of the principal of, or interest on, this
Hote as and when specified herein;

(b} 1If Purchaser suffers to exist an involuntary lien
on all or gsubstantially all of its assets and such lien is
not discharged or adeguately bonded or secured within thirty
(30) days from levy;

(¢) If Purchaser suspends its business in contempla=-
tion of, or commences proceedings for, its dissolution or
liguidation or makes a general assignment for the benafit of
creditors or commences, or acguiesces in the commencement
of, proceedings under any bankruptey, insolvency, readjust-
ment of debt or liquidation law or statute of the federal
governméent or any state government or if Purchaser is
adjudged bankrupt or insolvent under any law or statute or

DD02: BORTZ
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1f Purchaser applies for, or any action indicates its
approval of, consents to Or acquiesces in, the appointment
of a trustee or raceiver for the whole or any substantia]
Portion of its assets or if a3 Lrustee or raceiver is

Should any such event of defanlt occur, Purchaser will
pay all costs and 2xXpenges of collection, including reason-
able attorneys' fees, incurred by the holder of thig Note,

This Note shal} be governed by the laws of the State of
California, Principal and interest on thig Note shall phe

ANGELES CHEMICAL co.

By

¢+ President

S b
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SALES AGREEMENT

This agreement made on the date hereafter set forth, between
Angeles Chemical Cé., a Califernia corporation, having ite principal
place of business at Santa Fe Springs, California, and hereafter
referred to as Angeles, and Bortz Oil Ce., Inc., having its principal
place of business at Los Angeles, California, and hereaftery referred

to as Bortz.

I.- APPOINTMENT: TERRITORY

1.1 Angeles hereby appoints Bortz as its exclusive representative
for the sale of packaged goods, and existing products scld by
Bortz, as of closing date, to the customers listed with the -
products shown in Schedule "A". Additional customers will be

added to Schedule "A" by Angeles.

IiI. TEEMS OF APPOINTMENT

2.1 The appeintment hereby conferred shall be for three years,
and may be renewed for another year on the same terms and

conditions by mutual agreement.

III. TERMS OF BALE

3.1 All orders cobtained by Bertz shall be at prices established
by Angeles from time to time, and shall ke subject to approval

and acceptance by Angeles.

Iv.  COMMISSIONS
4.1 Az compensation for its eervices consisting of obtaining

orders for products suljest to this agreement, and payment

e 74
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'f//fr ‘ 4.2 Commissions shall be payable on the tenth day of the month
following the date of receipt of payment from customer.

Angeles will furnieh to Bortz copies of all invoices, credits,

[}

and debit memprandéums as they are issued,

V. CREDIT APPROVAL

5.1 Angeles will control the authorization of ¢redit, although
recommendation of Bortz will be taken into consideration.

Angeles, therefore, is responsible for any losses incurred

and Bortz forfeite commizsions on unpaid inveoices, Bort: will

extend reasonable cooperation and assistance in collecting

past due accounts,

V. EALEE PROMOTION MATERIAL

6.1 Angeles will.fu:nish to Bortz, free of tharge, printed
promotional material incluwding catalog papers, data sheets,
copies of test reports, and samples of products to asesist

. Bortz in the sale of products.

VII. STANDARD OF OPERATIONS: HOLD HARMLEEE
7.1 During the term of this agreement, it is the intent of the
parties that Bortz shall have the status, rights, and
obligationé of an independent contractor, BPortz accordingly
agrees not to make any representations to the contrary.

7.2 Angeles héreby authorizes bort: to sell products subject to

this agreement in conformity with technical information gind

other descriptive materiale supplied by Angeles ;‘;5@1‘1:2

¥
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7.2 Cont.
e BRE

from time to time, Angeles agrees to Rave and 1.old Bertz harmless
from product liability, or breach of warranty claims based solely

on alleged defects in material or workmanship, or breach of express

wr implied warranties by Angeles.

7.3 Bortz agrees to refrain from making any representations or
warranties respecting the characteristics, capabilities, or the

performance of the products subject to this agreement, expect

ki -—

as authorizwd by Angeles. Bort2 accordingly agreeg to save and
hold Angeles harmless from and against any glaims &r damager

‘mased on acts or omissions of Bortz.

7.4 During the term of this agreement and for so long as Bortz
shall enjoy the exclusive sales rights herein provided, Bortz
shall not sell or solict orders for any competetive products

of any manufacturer, packagers, or others that compete in'any

way with the product covered by this agreement.

vii. MISCELLANEOQDS:

i

B.1 The rights conferred wpon Bortz hereby ghall not be assignable

without the -express written consent of Angeles.

6.2 Any excuse by Angeles of breach or non-performance by Bort2
of any of its cbligations in this agreement, shall not be

a waiver of Angeles's right thereafter to reguire performance

by Bortz of this agreement. 18{5)
i
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6.3 Thiz sgreement £hall be ooverntd k¥ anLi ol

accordance with the laws of the State of California.

’

F
L]

8.4 Notices to be sent pursuant to the terms . of this agreement

shall be addressed as follows:

, To: Angeles Chemical Co.
8915 Sorensen hve,
Santa Fe Springs, Ch 90670

To: Steve Bortz

A

1IN WITNESS WHEREOF, the parties hereto have caused this agreement

to be exectited as of the ﬁ"‘ /c:?‘ '_ig

-ANGELES CHEMICAL CO.

Fresident -
STEVE BORTZ

Y o /éoﬂ '

Steve Bort:

gt
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ECHEDULE “p"

COMMIGSIONS

Commissions will be as follows:

Gross Margin Commission
20%===25% ‘ s
26%=-==33% 5%
34n-—-pver - R )

Gross margin percentage will be computed by dividing the gross

margin by the sale price. Gross margin iz the difference between ,
the sale price and cost of goods sold. Cost of goods sold includes

all product raw materials, containerﬁ, caps, lahgls, cartons, and
packaging materials, but does not include packaging labor or

transportation costs.

Exceptions to the established commigsion rates may be reguired to
accomodate the regquirements of & particular sale. The rate
adjustment, when required, shall be established by separate

negotiations betwean Angeles and Bortz at the time of the sale.

Exceptions would include sales which include free goods on -

promotional programs.
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LETTER OF INTENT

FARTIES: Bortz 0il Co., Ine. Seller
' Angeles Chemical Co. Purchazer
ASSETS TO SELL: - Inventory and Supplies;
. Factory Equipment
PRICE TO BE PAID: Inventory and Supplies -- at sellers cost *
List attached. .
Factory Equipment . 370,000 77

Ligt attached

Product tradenames and trademarks.
Bortz 0il Co., Inoc,
.. ' TOTAL
METHOD OF PAYMENT: For Inventory and Supplies -- Cashier or
certified check at Date of Closing;

Tor Factory Equipment -- Promissory Note .
payable in 24 egual monthly payments, plus
interest at 9% per annum, HNote to be
secured by a Security Agreement on Factory
Eguipment.

SALES TAX ON EQUIFMENT SOLD: Payable by Purchaser
GOOD FAITH DEPOSIT BY PURCHASER: $10,000 - against Inventory Value.
CLOSING DATE: No later than September 30, 1986 '

Q{LINVENTDRY DATE : September 30, 1986, adjusted for sales and
‘ purchases sccording to closing date.

OCCUPANCY OF EXISTING BORTZ OIL CO. PREMISES:

Purchaser will remove purchased assets to 1its
own facilities;

Seller will contimue to ocecupy its existing
premises;

Purchaser shall take over delivery of products
sold by Seller,

BILL OF SALE: At Closing, Seller will deliver 2 Bjll of Sale
for assets sold, free and clear of any encumb-
rances,

EXCLUSIVE REPRESENTATION AGREEMENT:

Refer to sales agreement attached.

=y
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*This letter of Intent summarizes the terms of the sale by Seller

to Purchaser of the assets herein desoribed at the price herein
stated,

Dated: f"’ /07"",1985

SELLER

BORTZ OIL CO,., INC.

N K ,é’)/%

PURCHASER

BR0OO1026



FILL ROOM

DECORATING

PLANT

EQUIPMENT LIST

Consclidated 2 head rotary capper
Biner Ellison 12 head rotary filler

Little David tape box closer

Tadem Dannison Therimage Line

- Dermison $ilk Screen Oven with conveyor {2)
(N

(2)

Dennison $ilk Screen Machine

Acme 5ilver Stitcher box makers

Vacuum table Screen maker

Hand stapler, Ink, Screens, Office Furniture

* Molds for custom bottles -

L pt and U gt.

Steel Palitiers

Pallet Jack (2)
Forklift  (Kamatsu) -
Forklift (White MANLD)
Forklift {(White MYU0)
Blackmer portible 1%hp pump

4 gts WVC, U gal,4 % gal,

Biner Ellison In Line 6 head filler

Conveyors, hand stapler

Pallets 46 X 48 hardwood, 40 X 4B GMA

40 X 48 Reg 42 X 56 Can
Billygoat yard sweeper

American 20hp eir compressor with air dryer

.
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HODIFICATION TO LETITER OF INTENT

This Modification dated October 1, 1986, to Letter of
Intent dated August 12, 1986, between BORTZ OIL CO., INC.,
as "Seller"™ and ANGELES CHEMICAL C¢0O,, as "Purchaser"
provides as follows:

1. Accounts receivable as of Closing Date shall be
retained and collected by Seller.

2. Customer deposits on drums shall ke assumed by
Purchaser, who shall be entitled to the drums when they are
returned.

3. In consideration of Seller's agreement to hold
Purchaser harmless from claims of creditors as a result of

Sellaer's business transactions to the Closing Date Purchaser
waives the provisions of the Bulk Sales Law.

DATED: October . 1986
SELLER: BORTZ oOIL CO., INC.

By

, President

PURCHASER: . ANGELES CHEMICAL CO.

BY

, President

DDO2: BORTZ .3

e IOV
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20F*2 EQUIPMENT PAYMENT SCHEDULE _ ' '

: BALANCE PAYMENT ~ PRINCIPAL MG. INTEREST INTEREST RAT
/Sﬁr&&sm,aaa.aa %14,983,35 $14,128,35 2,775,080 $0.014
$355,871 .65 $14,983.35 %14,234, 31 $2,445.04 $6G.01
$341,437.34 $16,983.25 14,341,097 $2,542,28 8,61
£327,294,27 $14,983,35 14,448,423 $2,454,72 %0 .61
$312,847, 44 %14,903.35 %14 ,554.99 $2,344.36 %6.01
£298,250, 65 $16,983,35 %£14,666.17 p $2,237.18 $0.01
$283,624.48 %16,983.35 $14,774.17 }00 $£2,127.1% $8.01
£248,848.31 $i4,503,25 $14,98ﬁ.9?}‘f +2,016,34 6,0}
$253,961.32 $14,9083.35 $14,998.647 . $1,904.71 $6.01
$238,942.48 $14,503.35 $15,111,13 4 F>" %1,792.22 %6,81
$223,851 .55 . $16,983.35 $15,224.46 |1 $1,478.89 $6.01
wpx ¥ £208,427. 0% [~ $16,903.35 %15 336,45 $1,544,78 $0,01
T $193,288,44 13 14,903,235 $15,453, 49 %1,445.66 %6.01.
$177,834.74 iy $16,983.35 $15,549.5¥ $1,333.76 0,01
$142,265,17 $$14,993,35 15,486,346 %1,216.99 $6.91
£144,%78. 81 £ %14,903,35 %$15,804.81 0001_;1,999.34 %@.01
$138,774.80 1616,503.35 $15,922.54 _ 28 $988 .81 $a.81
$114,852,26 ¥ %16,963.35 $14,041.96 ¥ $841 .39 $8,01
$98,816, 30 M $14,903.3% $14,162.27 $741.08 0,081
$62, 448,83 10 %16,983.25 %$14,283.49 +_( $619.84 _$@.4a1
$66,364.54 | $14,983.3% $1&,485.42 1,{5- $497,73 0,81
$49,758,92 L$1&, 983,35 $£16,528. 44|70 $374.6% . $8.0]
$33,430.28 % $16,983.35 $16,4852.42 £2%0.73 $8.081
£16,777.44 J%14,983,35 %16,777.6% $125.7/ $0.61

5“"-/5"' TOTAL PAID

$485,580 , 48

$3750,000 .08

$35,480 .64

7
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EQUIPMENT LIST

-— Consolidated 2 hedd rotary capper

il SO0
— Biner Ellison 12 head rotary filler /gf,;:}ac’:'
-~Little David tape box closer : Sl
: : 7
DECORATING
Tadem Dennison Therimage Line 21500 ¢
Dennison 5ilk Seresn Oven with conveyor (2) - 200
Dermison Silk Screen Machine (7) .j-l/.&d’f’
Acme Silver Stitcher box makers (2) 2 v
Vacuum table Screen maker  STC
Hand stapler, Ink, Screens, Office Furniture 760 VRS fRESD/ 38
Molds for custom bottles - 4 gts PUC, U gal b & gal,
4 pt and Y gt. ' s 0L 000
/
FLANT .Steal Palitiers .,5;,,5?)(.‘:
‘Pellet Jack (2) 7.
Forkiift (Kamatsu) 7,000
Forklift (White MAUD) 4f SDO
Forklift  (White MYY0) 5,500
== Blackmer portible lkhp pump /o006
=-Biner Ellison In Line 6 head filler .3 229
= Convevors, hand stapler. o0
Pallets 48 X 48 hardwood, 4D X 4B GMA i g0
40 X U8B Reg 42 X 56 Can /' po0
s

Billygoat yard sweeper ‘
American 20hp air compressor with air dryer 5 000

BR0O01030






ANGELES CHEMICAL CO., INC.

8915 Sorensen Avenug, Santa Fe Springs, Calif. 90670
Phone (213) 845-3911 « (213) 685-4386 « (714) 521-7660
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Thinners/Cleaners

PAINT THINNER

Anchem Paint Thinner (Mineral Spirits) is for thinning
all types of oil-based paints, enamels and varnish.
Use wheraver paint thinner or mineral spirits is
recommended by the paint manufacturer. Excellent for
cleaning brushes, rollers and painting equipment after
using oil-based paints.

LACQUER THINNER

A medium-drying, general purpose lacquer thinner,
formulated with a balanced biend of solvents to thin
lacquers to sprayable viscosity. Cleans spray
equipment and tools after use.

ACETONE

A strong, fast-evaporating solvent having a variety of
uses as a thinner, cleaner and remover for resins,
epoxies, vinyls, lacquers and adhesives.

METHYL ETHYL KETONE

A strong solvent, slower evaporation than Acetone,
having a variety of uses as a thinner, cleaner and
remover for resins, epoxies, vinyls, lacquers and
adhesives.

- KEROSENE

Slow-drying, highly refined water-white product.
Excellent cleaner or degreaser. A clean-burning tuel
for Kerosene stoves and lanterns.
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Thinners/Cleaners

SYNTHETIC REDUCER SIZE PKWT
A medium-drying thinner for use when thinning -5 gai- é:gg
synthetic enamels for spray application. Excellent for &' 12.93
cleaning spray equipment and tools after use. . i
SHELLAC THINNER CSIZE  PKWT
A general purpose denatured ethyl alcohol. Thins Sga. 136
shellac, alcohol-soluble resins and inks. A clean- Qt 1223
burning alcohol fuel. :
VM&P — 66 SIZE PRWT
A fast-drying solvent used in place of paint thinner to 5 ga:. 113-23
speed drying time of oil-base paints, enamel and (gt' 12"22
varnish, : 3
TOLUENE (Toluol) SIZE  PKWT
A fast-drying solvent for thinning synthetic enamels, 5Gal.  1-39
varnishes and adhesives where recommended by Gal.  6-48 -
product manufacturer. Qt. 1225
XYLENE (Xylol) SgE prowT
Has solvent characteristics similar to Toluene but is 5 ga:. ggg
slower evaporating. St. 1528

BR0O01033




Thinners/Cleaners

TURPENTINE (Pure Gum} sz eowr

A high guality thinner for oil-base paints, varnishes and 5 ga:. %ﬁg
enamels. Pure Gum Turpentine is excelient for use by - Cfllt' 15.25
artists in thinning oit art-grade paints and finishes. Good P{ 12-14
as a clean-up solvent for brushes, rollers and equipment ’

after use with oil-base paints.

LINSEED QIL ” SIZE PK-WT
Improves flow and allows easier brushing of oil-based > gg}' é’g;
paint. Produces a higher gloss and more durable paint Qt' 12-26
film when added to oii-base exterior paints. Excellent Pt 12-15
as a wood shingle preservative. :

E-Z PRER SURFACE SIZE  PreuT

al. -
DEGLOSSER . at 1224
Prepares surfaces for faster and longer lasting Pt 12-13
repainting without sanding. Creates a "“holding tack” in

old painted or varnished surfaces to help new finishes
bond 1o oid.

Noeot!

BRUSH & ROLLER SZE  preuT
CLEANER Pt 12-18
A fast-acting product that effectively cleans hard or

soft brushes and rollers used with ail or latex paints.
Water-rinsable.

1-1-1 TRICHLOROETHANE sz exwr

Is a heavy duty cleaner/degreaser. Excellent for 5 Gal. 1-55
cleaning and degreasing metal parts and squipment. Gal. 6-66
Evaporates quickly with no residue. i

i

o
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ANGELES GHEMIGAL GO.. ING.

8915 Sorensen Avenue, Santa Fe Springs, Calif. 90670
Phone (213) 945-3911=(213) 685-4386 «(714) 521-7660
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BHATIC.ENE

Anchem N-Hexane, 5% * 70 6722 5.60 150 E51 154 <40°F 28 151 9.0 - -

Anchem Mixed Hexaney * 784 6701 558 137 147 175 <40 29 149 8.0 - -

Anchem Mixed Hexanes LR * R0 7313 G087 170 194 216 <40 10 122 7.3 4.7 —

Anchem Lacquer Diluent * 584 7451 6203 00 204 215 <40 43 115 4.0 10.0 -

Anchern 1D 250 *  56.4 531 6268 X2 210 252 <40 39 120 12 6.0 0.3
Anchem Lacquer Qiluent LR ¥ 563 L7535 6,273 206 228 275 <40 41 s 1.4 4,5 3.0
Anchem VM&AFP bh * 563 .7540 6.27% 257 260 2832 &0 39 28 1.5 . LT 6.0
Anchem 298 Thinner * 510 J751 645 25 310 360 ' 37 134 0.37 1.5 6.3
Anchem LEP Solvent # anp JTR05 6,49 32 327 360 102 35 147 0.26 - 2.0
Anchem Mineral Spirits 6 * 480 L7823 456 30 382 38F 105 35 146 .22 - 2.9
Anchem Sal 70 * §7.9 74714 6.22 321 329 344 104 27 180 0.1B - 0.4
Anchem Odaorless Mineral Spirits * 54,2 76207 6344 363 370 390 136 27 184 a.12 , -

Anchem 140 Solvent * 45,1 A2 667 365 380 410 142 a5 149 0.11 - 2.0
Anchem Deo Base "G ¥ 450 8017 6.67 370 398 450 142 30 160 .08 - 1.0
Anchem 450 Kerosenc * 4432 WBO54 e705 355 402 405 144 32 157 G.08 - 1.5

*Mon-Photochemically Reactive under SCAQMD Rule 102

‘ *s"‘gmﬁ* : £ i e it iy
g 710 725 230 73r 2327 40 08 51 22 100 -
Anchem T 181 ate 4368 6967 218 238 279 <{40 83 76 1.6 53 3
Anchem Xylene 31.0 B708 7.251 282 284 286 82 93 53 0.7 4 96
Anchem Ethyl Benzens 30,8 B7EY 0 7.055 378 377 WO 75 92 30 1.0 99 -
Anchem X:B 33.5 B576  T.141 268 276 281 77 90 65 0.7 1.7 853
Anchem X:2.92 33.0 8802 761 298 288 1N L 92 57 0.5 13 82
Anchem PX 28/65 341 B550  7.12 310 323 360 110 78 19 0.29 - 6.3
Anchem PX-2 30.5 8930 LT 3 326 343 112 a2 57 0.28 - 99.7
Anthem FX-3 28.0 BRT0 739 358 370 408 42 29 &3 <01 - 27.5

T T R
e

Anchem ET-110 43.2 100 6,744 172 206 250 < A0 2.8 19

Anchem EX-120 44,1 TE40 652 214 243 300 67 0.2 [ 3.5
Ancher EG-130 40.6 L8220 6.85 254 381 415 133 0.08 - 5.5
Anchem ETB-66 6.3 7958 6,626 150 199 244 <40 2.4 4.6 -
Anchemn EXB-66 44,1 805K 6,709 2W N 280 57 1.4 1.3 5.0
Anchem ETI-66 45,9 7976 6.641 170 200 246 <40 2.5 4.5 -
Anchem TF-66 43 .B0%6 6.74 215 N9 228 45 2.3 19 -
Anchem CH-66 301 T2 6.49 134 182 237 <40 3.5 19.6 -

SRS
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l"riar Amyl Acetate 0,876 1.29 213-307 038 . 9 23 - tA
Narmal Butyl Acelate 0.283 1.34 244-262 1.00 42 2.7 1.4
“Cellosolve™! Acetate 0.875 .10 33 0.17 126 25 0.5
fthyl Acetate 85/88% 0.883 T.38 160-174 3.9¥ 24 33 1.3
Ethy! Acetale 99% 0.902 1.51 169-172 3.1 22 a1 1.1
Isohuryl Acetate 0.873 .14 230-246 t.50 68 2.2 1.1
Isapropyl Acetate 0.874 7.26 185-194 3.42 40 2.8 1.3
MNarmal Propyl Acetate 0.588 739 203-217 2.08 38 3.2 1.5
Butyl “Celloselvel Acetate 0.942 1.54 378 0.03 165 1.8 1.2
“Carbitol™! Acetate 1,011 g.41 423 <0.01 222 2.2 0.6
Buty] "Carbitol™?! Acetate 0.983 B.16 476 <0.0 230 1.8 0.9
Methyl “Cellosglve™l Acerate 1,007 8.37 203 o1 113 .3 0.6

I-4 Doxane ‘ 1,036 ‘ 8.62 214 l - .1 60 _— =
Ethyl Erhar 0.715 5586 a4 8.2 <D - -
Propylene Oxide 0.8304 6.92 a4 33.7 <D - -
Tetrahydrofuran 0.884 7.35 151 4,7 & .9 1.1

Butyt “Carbjrot!

Diethylene Glycol Butyl Ether 0,954 7.95 441-453 =0.01 220 ER: 1.9
Buty! “Cetlosolve !

Ethylene Glycol Bulyl Ether 0,802 7.51 336-343 0.07 138 3.3 1.3
“Carbitol"! Solvent .
Diethylene Glycol Ethyl Ether 1.027 8.55 374-401 0.01 201 20 immis.
“Celosolve™! Solvent

Ethylene Givcol Ethyl Ether 0.931 7.75 273277 0.38 110 4.9 11
Methy} “Carbitol™! .

Diethylenc Glycol Methyl Ether 1.021 8.50 378-345 0.02 189 2.3 Imimls,

Methyl " Cellasoive”!
Ethylene Givcol Methy! Ether 0965 8. 04 283-2587 0.52 102 3.4 0.2

e T

*:’g‘tmg:_;‘,?"ﬁ'ﬁ% : -.‘:-:"‘.;Q. SR
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Dicthyiene Glycol 1.11% @31 450-491 =5,0M 100 - - -
Diprapylene Glycal 1.024 832 ] 432450 <, (0008 265 - a
Elhylene Glycal 1.116 9.31 375-401 <0.01 50 -
Hexyiene Glycal 0,922 1.08 379-392 <0.01 21 -
Propylene Glyeal, Ind. 1.038 .63 365-374 0.01 20 - a
Fropylene Glyeol, ISP 1,038 .63 365-374 0.m 210 - -
“UCAR™Y Thermofluid 17 A 1 540 356 - 260° 000 - —

: b : X ik

Acetone 0.791 6.59 132335 5.5% -15 4.4 0.8
Cyclohexanone 0,948 7.90 -3 0.29 111 5B 1.3
Diacetone Alrohol 0.940 783 275-342 0.2 i26 2.3 0.6
Diisobutyl Ketone 0,808 6.72 325343 0.19 140 H 0.8
{sophorone 3.923 7.68 401-428 0.02 184 5.2 1.2
Methyt Ethyl Ketone 0.806 6.1 174176 3.79 23 4.3 0.5
Methyl lsobutyl Ketone 0202 6.67 237.243 1.62 10 1.6 1.0
Methyl Amyl Ketone 0.817 6,80 300-304 0.33 108 3.9 1.2

z“g‘l?‘o};qﬁﬁ?f‘mfmﬁ T

P

“"Carbowax "t 200 I.IE; 9,38 éumplcta -1.3
“Carbowax"f 300 1.13 9.3 Complete 5.8
“Carbowax™! 400 113 9.38 Complete 7.3
“Carbowax”! £00 1,12 5.40 Camplete 10.5
“Carbowax™! PEG 3350 Flake 1.204 - 62 75110

V.3 ! H . v
Dibutyl Phthalat 1.048 8.72 644 344
Dincty! Phihalate 0.982 B 727 423
Dimethyl Phthalate 1.19¢ 9.92 539 300

9,09 515,D|:.r.opase - o 28
Monaoethanolamine 1.018 8.47 339 200
Trgthanolamine 85% 1126 9,37 636, Decomprsas 355
Diethyl Amine 0.70% 5,83 132 <0
Triethylamine 0.729 6.06 153 17
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0.3

Primary Amyl Alcohol 6,79 261-279 13

Nartnal Butano! 0.1 6.75 241-246 0.43 98 Cosalven: for Nitrocell

Secandary Buianol 0808 6.73 208-214 0.B1 ™7 Cosalvent Tor Mitrogel

2-Ethyl Hexanol (Dctanol) 0.834 6.94 364 002 164 Cosolvent far Nitracel|

Isabutanal (LEOY 6.69 223-239 0.62 86 Cosalvent far Nitrocell

Isoorapanol, Ashydrous 0,786 6.83 179181 1.44 53 Cotolvent for Nitrogell

Msthanol 0.782 6,60 147-14% 2,07 51 2.2 0.5

Methyl Amyl Alcobol 0.508 6.73 266-271 6.27 103 Casolvent for Nitracel|

(Mechyl lsobutyl Carbinot) ‘

Mormat Propanof a.81% §.70 204.208 D.86 77 Cosolvent for Nitrocell
- ETHANOLS

Ethanal, Proprietary 03038 6.69 173 1.6 53 Cosalvent for Nitrocell

Ethanol, Special Industrizl Solvent 0,806 6.71 172 1.4 61 Cosolvent for Nirrocel)

b ey Lt
Methylene Chioride

103-104

10,98 -
Monachlorghensehe 1,105 2.9 267-270 1.47 45
Orthodichlorobenzene 35% 1.303 10,84 355-362 015 145
Perchiorethylene 1.618 13.44 250-254 2,10 -
Trichlorethylene 1.459 12.14 188-120 4,46 -
1,1,1,-Trichlarethane 1.319 10,97 162-19Q .00 n

ANGELES CHEMICAL CO.. INEC.

8915 Sorensen Avenue, Santa Fe Springs, Calif. 90670
Phone (213) 945-3911(213) 685-4386 = (714) 521-7660
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'en:"' NP-;(N:::n;rI I;hcnalll

"Fergitol"? NP-9 {Nunyl Phenal) 1.057 850 S4{A} 540 TCC 4
“Tergitel”? NP-10 (Nonyl Phenol) 1.062 8.84 53 (A) 500 TCC 10.5
“Tergitol"! 25-L-7 (Primary Alcohal) 0.985 {30/20) 8.19 @ 30°C 50 352 TCC 7
“Tergital™! 25-L-9 (Primary Alcohol) 0.991 (30/20G) B.12 @ 40°C 60 356 TCC 9
“Tergital™! 15.5.7 {Linear Alcohol) (594 8.26 37 440 7
“Tergite!"! 15-5-0 {Linear Alcahol) " 1.008 B.37 &0 470 )
"Tergited*! 15512 {Linear Alcohot} 1.023 8.4 a0 460 12

{A} 1n53% Agueous Solution

St

aE 35 B x Ly, s A Rigaalts
MiPar 5-303 0.992 8.24 246-252 a9l 1.10
Dimethyt Farmamide 0.945 1.87 304-30% 136 0,20
Swyrene Monamer (1908 7.55 293 93 -

1 Trademark — Union Carbide Corporation ¥ Trademark — Shell Chemical Co.  2Tvademark — IMC Chem. Group, Ine,

The informalion contained herein is correct to the best of our knawledge. The informatien, data and suggestions containad in this bulletin
ire made without guarantee of representation as to results. We suggest that you evaluate these recommendations and SUEEEstions in your own
Izbgratoey prior to use, Qur responsibility Tor claims arising from breach of warranty, negligence, or otherwise is limited 1o the purchase price
of the material,

e T R AT
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Menke ‘Qﬁtgzbaadmﬁa,hﬂac.
@ T amciad Comand ﬁﬁﬁyﬁm.J%pé&u?
117 Socond Sonect
ym ..q-mmﬂ-aa‘ Wﬂm Rares -% %ﬂ‘n Wﬂmﬂ

fivs/ 5433000
September 22, 1987

Angeles Chemical Co.
P. Q. Box 2163
Santa Fe Springs, CA 90670

INVOICE

Travel expenses incurred by Eric M, Bramstedt on 8/11/87 in
connection with Angeles Chemical Co. Valuation:

Airfare . . . . $150.00
Car . . . . - 53.61
Other . . . o 17.24
TOTAL AMOUNT DUE . . .. $220.85

7

N? 2830
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Incorporated under the Laws i of the State of Californis
[ 1 LOLLIGA.Y T ; R SHARES

P T I L L T

ANGELES CI-IEMICAL C_O.,_ INC

Authomed 1, 000 000 Shares .
500 000 Class A Votlng Common Shares 500 000 C!us B Nor-Votin Common Shnres ]
Par Value $10. ‘  Par Value $10.00

Angeles Chemical Company, Inec.
THIS GERTIFIES THAT Enplovoe: Stogk Ownership Trust 15 THE REGISTERED

HOLDEA OF _jﬁwusfﬂﬂ* ?}th‘, EE?QEEQ* dkehkxdrds Clazs B Non-Voiing Common Sharaa uf

HEREINAFTER DESHINATED "THE CORPORATION,” TRANSFERABLE ON THE SHARE AEGISTER OF THE CORPORATION UPON SUA.
RENDER OF THIZ CERTIFICATE FROPERLY BNDCIFIEEB [nl:] nS.EIIJNED

WITNESS, THE JEAL OF THE CORFORATIGN AND THE SIGNATURES OF (T4 DULV ALI‘I'HDH!ZED aFR

/7@;2;(? 12// e

Robert 0. Bery

miLwn Eaar. sukry - dimd w. hide duvD., LA da o

BRO0O1042
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Ranirtotlon of rizkd

By

clo

to omeud erti

Yol

637921

Office of county Clerk

Corporation Div.

KNOW ALL MEN BY THESE PRESENTS:

That we, the undersigned, have this day voluntar-
ily associated ourselves together for the purpose of form-
ing a corporation, and we do hereby certify:

ARTICLE I
The name of this corporation shall be:
ANGELES CHEMICAL CO., InNC.

ARTICLE II

EILED
Xt the afice of the Secretery
'ﬂﬂn!m.d¢ﬂhnz5h"
a ARTICLES OF INCORPORATION Nov 11871
" Document, Filed OF & ¥ Iy of State
. Los Angeles County
Nov. 5, 197L ANGELES CHEMICAL CO., INC. Deputy

The specific business in which this corporation pro-

poses primarily to engage ig in the purchase and sale of pe-

troleum solvents, petroleum products and chemicals of all
types and descriptions.

ARTICLE III

The general purposes for which this corporation is
formed are: '

1. To buy, acquire, transport, prodﬁce, sell and
otherwise dispose of and deal and trade in petroleum sol-
vents and products, and petroleum of all grades, oil, su;»

phuzr, gas, earbon black, asphalt, pitumen and bituminous

279464
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located i= Los-Angeleé.
ARTICLE V
The numbers of directors of the corporation is
three (3).
ARTTICLE VI
The names and addresses of the persons who are ap-

pointed as the first directors of this corporation are as

follows:

JOHN G. LOCKE 3440 Wilshire Boulevard, Ste. 1017
Los Angeles, California 90010

ARNOLD ROSENTHAL 3440 Wilshire Boulevard, Ste., 1017
Los Angeles, California 30010

D.M. JAMES 3440 wWilshire Boulevard, 5te. 1017

Los Angeles, California 90010

ARTICLE VIT

L §

The total number of shares which the corporation 1is
authorized to issue is 2,500 shares. The aggregate ﬁar val-
uve of said shares is $25,000.00, and the par value of each
share is $10.00. No distinction shall exist between the
shares of the corporation or the holders thereof.

ARTICLE VIII

(a) FEach shareholder of the corporation shall be en-
titled to full pre-emption or preferential rights, as guch
rights are defined by law, to subscribe for or purchase his
proportional part of any shares which may be issued at any

time by this corporation.

BR0O0O1044



(b) Before there can be a valid sale or transfer
of any of the shares of this corporation by the holders
thereof, the holdér of the shares to be sold or tfansferred
shall first give notice in writing to the secretary of this
corporation of his intention to sell or transfer such
shares. Said notice shall specify the number of shares to
be sold or transferred, the price per share, and the terms
upon which such holder intends to make such sale or trans-
fer. The secretary shall, within five {3) déys thareafter,
mail or deliver a copy of said notice to each of the other
shareholders of record of this corporation. Such notice
may be delivered to such shareholders personally or may be
mailed to the last known addresses of such shareholders,

as the same may appear on the books of this corporation.
Within fifteen (15) days after the mailing or delivering

of said notices to such shqfeholders, any such shareholder
or shareholders desiring to acguire any part or all of the
shares referred to in said notice shall deliver by mail or
otherwise to the secretary of this corporation a written
offer or offers, expressed to be acceptable immediately,

to purchase a specified number or numbers of such shares
at the price and upon the terms atated in said notice, ac-
companied by the purchase price therefor with authorization
to pay such purchase price against delivery of such shares.

If the total number of shares specified in such

BR0OO1045



offers exceeds the number of shares referre& to in said
notice, each offering shareholder shall be entitled to
purchase such proportion of the shares referred to in
said notice to the secretary, as the number of shares of
this corporation, which he holds, bears to the total num-

~ ber of shares held by all such shareholders desiring to
purchase the shares referred to in said notice to the sec-
retary.

If all of the shares referred to in said notice
to the secretary are nét disposed of under such apportion-
ment, each shareholder desiring to purchase shares in a
nunber in excess of his proportionate share, as provided

(: above, shall be entitled to purchase such proportion of
those shares which remain thus undisposed of, as the total
number of shares which he holds bears to the total number
of shares held by all of the shareholders desiring to pur-
chase shares in excess of those to which they are entitled
under such apportionment.

If éne or more of the other shareholders offers
to purchase, in the aggreg#te, within said fifteen (15) day
period, less than all of the shares referred to in said no-
tice to the secretary, the shareholder desiring to sell
or transfer shall not be obligated to accept any such of-
fer or offers from one or more of the other shareholders -

and may dispose of all of the shares of stock referred to

BR0O01046



in said notice, to any'person or persons whomsoever; pro-
vided, however, that he shall not sell or transfer such
shares atla lower price or on terms more favorable to the
purchaser or transferee than those‘specified in said no-
tice to the secretary.

Any sale or transfer, or purported sale or
transfer, of the shares of said corporation shall be null
and void unless the terms, conditions and provisions of

this Article VIII (b).

IN WITNESS WHEREOF, for the purpose of forming
this corporation under the laws of the State of California,
we, the undersigned, constituting the incorpdrators of this
corporation and including all of the persons named herein
as first directors, have executed these Articles of Incor-

poration this 20th day of DctoBer, 1971

L et
f/,/’ John G. Locke ] )
o Pl

Arnoltd Roaenthal

</ 577 ,..w-{f":«,.-;w..ﬁ_.f

D.M. James

[
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STATE OF CALIFORNIA ) s
COUNTY OF LOS ANGELES ) *

On this 20th day of October, 1971, before me,
MARTON L. MARSHALL, a Notary Public in and for the County
of Los Angeles, State of California, residing therein,
duly commissioned and sworn, personally appeared JOHN G.
LOCKE, ARNOLD ROSENTHAL and D.M. JAMES, known to nme to‘
be the persons whose names are subscribed to the forego-
ing Articles of Incorporation of ANGELES CHEMICAL, INC.,
and acknowledged to me that they executed the same.

WITNESS MY HAND AND OFFICIAL SEAL,

e R ot

/Mar:LOn L. Mar/s'hall

© wiAl SEAL

N L. MARSHALL £
LI 1] [ NIRRT P ruum,\i

WAGIFAL WFFICE i

'lllllIi'llll!llEIIIIIlllll'llIIIIHI"ISI‘IIIIII'IIIIHIIIllg

: W ANBELE Y GOUNTY
My cnrnrmssmn Explres Qct. 20, 1972
Iﬂmnummmnummumnmmummnm

L1 LT T T TR
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Menks ¥ Hisocintes, Hac.

Mr. John G. Locke
April 28, 1987
Page 2

.,_‘..fa.._'.,.'._ :. .

Our fee for this initial astock appraisal shall be $4,000.

ANNUAL STOCK APPRAISAL

Menke & Associates, Inc. shall provide an updated appraisal of
the fair market valus of the capital stock of the Company as of
each fiscal year end. This appraisal shall be based upon the
guidelines established by the imitial appraisal and shall reflect
the financial and operating results that have occurred during the
ensulng fiscal years.

The fea for annual atock appraisals shall“be.S52,000 per vear,
based on 1987 dollars.

We hope the foregoing fully describes our services and fee ar-
rangements. IE you have any questions, please give us a call.

Sincerely, -

Laurence G.
Vice Presi

LGL/ 38

ACENOWLEDGEMENT: To acknowledge acceptance of this proposal.,
please sign below and send your check for one=-half the fee, cor
$2,000,

DATE » Junw 19, 1987 BY:

Officer Name? (

BR0O01049
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April 30,1383 APRLIL 30,1984 April 3o, 1985 Apri1. 30,7988

T S

: H s (o R £
$1,819, 445.00  82,088.081.00  $2.127.898.00 K2, e 257,06 ¥, 733 57000

$21.819,00
475.00
i ag.m:rm""""

OFfica Wagas £102,943. e ) 3 10

Plant Expanza 38, 858,00 ' #11,304.00 . 514 553 ﬂﬂ 535‘ 345.00

Frt..out. Angﬂlu 3202,647,00 $204 180,00 l
Frt.out LAS $45,281.00 #45,413.00 $12,334.040
00240 0

143,211.00

Y PR R TR A ok R ; TRy :
Lupplise £8,722.40 ¥15, 384, 00 ' l19 453 00
supti ] fan-1ab i 3630, 00 %1.,137,00 #1,013.00
p ™ N ap 10, 330,00 18, 4-28..00,,.,.,. _,_,_,
e e

Ganl £ AGm EXp - T an 01200 $12, 892,00 ‘sia 87100 o $18.E36-0D  $1Z.485.D0
Computor Expenos - #37,889, 00 $37,8T4.06 420,578 00 $8. 94200 48, 786.00
. 138 5 _

o, .,

7,008, e 38.937,00 310, 128.00

N ¢ e
ag Advertizsing #11,200.00 .
l1D1 DDO DD 478, 188.00 482,418,000 -1 ]
81%,.00

Bwiuhnt $04,570.00
" y 8 E7H.00

gtallion Ins.Pd

52 .
B4 Workerd Comp. lde $3,562.00 $3,199.00 $4,734.00 #8,780.00 #17,082.00 b O
~%d. —. proup-—lnsurance ... e = WA a0 30303 . — R0 004, Q0. - .38, 383 00 ... — _§44,480.00 .. — _— - :‘
. 5% Officer Life Inc . . . .
it el oL cOulsE. A BubacFBt - 27, TEZ, 00 23, 833.,00 - §2.848,00 0,912.00 - LBR,IRR.RR . . L.
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Tuss & Bubsergt ¥2,76%.00 #3,823, 00 $2,843,00 58,912,00 35, 348,00 i
wtAT{tlas b2 B0 87,381,050 48, 684,00 %3,237.00 214,084 .00 )
TaYaphone ' ) 824, 8070.00 K24, A24.00 $28,389.00 $31.758.00 #28,825,00 3 :
Dapraciation ' 296, 982,040 260, 800,00 %95, 438.00 S!OE.‘B?.OO #1063, 348, Q0

b i % R

$27.00 .
Panaitian ;
Bad Dabte %26 ,320.00 . H

hE e J; ; R
Purchass Dinsct. 99, 00 .00
prums Incl/%14d,

i
$2.731

i)

Dot
435 845.00

-n1nn Incoms
Lnbdlj R_I‘hlburl-.

J 5 L SRt L2 o
Total $228,494.00 51632, 908._00 $224 /304,00

08 O

WT e

L T

e

o S s

a8y, 800,00

; S ' i $24,750.00
94 Cangyltant Expanse : TS
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Moody’s Investors
INDUSTRY REVIEW

April 17,1987

CHEMICALS - MISCELLANEQOUS
COMPARATIVE STATISTICS

145

—PRICE RAMGE — ~——EARNINGS PER SMARE = ROOK STRHLDRS! LOKG-

COMPANY EXCH| SYMBOL| {52 WEEKS) RECENT LATEST 1ND. YALUE EQuITY TERM
HIGH LGW | PRICE 12 MOS,  LeE5  leek 193 ow. PER SH. {SMILL) PEAT (%}
Acsto Corp, [HOT OTC [ACET @ 20M2  163s { 1BLz 149 147 138 1026007 1260 41.70 7.20
Catus Corp, [ OTC|CTUS WAz 17% | 2% 0.04 004 0.05 0.04 M 7.40 196,20 1.20
BNyl GO, ovnnssnsecttontectsentcs st oo NY§ JEY 32k 16 29z [Bl140 0%2 082 065 040 5.02 7an,60 ©  A0.70
GAF Corp. ... NYS |GAF 47 28%1 | A7 210 1,57 131 9112 0a0 B.4% 298,20 45 50
Hyponex Corp. ore |HyPr B 39 5 13 104 120 07% @74] Nl 528 31.20 4940
Lubrizel Corpg, MNYS L2 401 2534 | 371e 1% 14% 173 165 120 12.06 519.30] 1110
Pantasots, e, ASE |PNT 137 7w ) 100: | d3,23 d340 027 Q.39 488 - 19,10 33.10
Park EWctrochemical Corp. 14 ., . [NYS |PKE, 24 13%s [ 2312 1.00 0285 14} 19| ol2 - 908 45,80 4.20
PPG industrias, inc. NYS |PPG 4% 2934 | saas [[lz66 266 227 216 Wil Hi1esz| 197780 [ ag.to
RAI Resaarch Corp, [ . omeiiecisiee e eorsyrer | ASE [RAG 9%s £ &9 0.58 047 087 D247 Stk 3.78 B.40| 13.60
Saton Co. ASE |SEL 18k 9447 | 164 0oo 093 088 055 010 4.04 31.10 42,20
United-Guardian, ine. [ orc|umr B 13 s Hia 003 003 000 40,020 HN 078 3 737,100 19.80

NOTE: All per 5h, tig, ad]. for 5tk. spl./atk. div. Spactrum Group, Inc, acg. by Cheeseboyurgh-Pand's, ing, T

esrnings. I 1 986, B Fiscal yoar snds 2/28. (4 Fixchl year engs 5/31, @ 1 49B4.

FINANCIAL DATA-LATEST ANNUAL RANKINGS

' Figcal year ends 6/30. IV Plus atk. 7T 1 986.87. (@ Co d.ons not report intarim

REVENUES {$ MILL.) NET INCOME (% MILL.) OPERATING PROFIT MARGIN {%) RETURN ON CAPITAL (%)
RANK COMPANY ‘85 AMT  RANK - COMPANY ‘45 AMT  RANK COMPANY ‘85 AMT  RANK COMPANY “E5 AMTY
1 United-Guards, Ine. ... BN 4,687,101 PPGS Industries, Ine, 31640 1 RAlReseareh Corp. ..., 23.00 1 GAFCOM. wo 1418
2 PPGIndustries, ing 4,34550 2 Ethyl Carp. . 17770 2 PPGIndustries, Inc. ....... 11640 2 SetonCa. .. 12.16
2 Ethyl Corp. ... 157930 3 Unitad-Guardim 12010 3 Hypores Corp. 1250 3 Hypona Gorp, 1,24
4 Lubrigel Corp, |, 903.40 4 Lubrizel Corp 60.20 4 SetonCo. . 12590 4 Aceto Corp. ... 11.00
5 GAF Corp ... TA2.00 5 GAF Corp. 5430 5 Ethgl Corp 12.60 5 R Resaarch Carp, _10.00
& Pantgsote. in 13280 & Acetg Cor 9.60 & GAf Corp 1200 6 PPGIndustries, lae. 975
7 Aceto Corp. . 108.%0 7 Hyponer Cor .20 7 Lubiizol Corp. 9.50 7 \|Lubrirol Corp .14
£ Seton Co ... 102.40 7 3SetonCo, 7.20 B AcetoCorg. . 800 & EthylCorp. . 2.00
8 Hyponea Coc. 51,90 & ParkElect 4.40 9 Park Electeoch 6.B0 9 Fark Electrochermical . B.20
10 Park Eksetrochemical |, B7.80 10 Cetul Cowp. 1.10 10 United-Guardian, | 260 19 Unied-Guardian, lac. 2,58
11 Cetus Corp. . 50.00 10 RAt Research Cor .10 11 CetusCorp. . 250 1] Cetus Carp 0.60
12 RAlResgarch Corp. ... 7AG 12 Pantagoty, inc. .. d13.30 12 Pantssotg, Inc, 12 Pantasote. In
Average 10.10 Avarage . E.20
NET PLANT (§ MILL) RETURN ON NET PLANT (%) CURRENT RATIO CAPITAL EXPENDITURES (§ MILL)
RANK COMPANY RS AMT  BANK COMPARY W5 AMT  RANK COMPANY 85 AMT  RANK COMPANY 05 AM]
1 PPG industrias, ing, ... @ 266060 1 Aceta Cerp, .., [116.00 ° 1| RA Ressarch Corp, , &80 1 PPG Industoes, Ing. [ 497.60
2 Uniteg-Guardian, Inc. ... 94260 2 GAFCom, . 39.%7 2 United-Guardian, v 475 2 United:Guardian, Inc 269.80
3 Ethyl Carp. .. £57.30 3 Hyponex Com. 36.30 3 SetonCo. ..., 3LEO 3 Eth!ICmp 93.29
&4 Lubrizal Corp 290,30 4 SetonCo, ..., 34.97 4 Acwio Corp. 357 4 Corp, 47.20
s Corp, 18410 5 RAIRusebrch Corp. 3140 5 Cetus Cerp. . 3ic 5 Lubmnlcur 29.50
& Catus Corp. . 36,30 6 Ethyl Corp. ... 2102 6 ParkElecirochemical 298 & Park Eloctﬂ:chﬂmucal. a4.99
7 Park Elhlrﬁchwﬂmi 23.86 7 Lubritol Corp, 2075 7 Lubrizal Corp 24% 7 RAlResesrch Corp. 0.20
8 N Lo i 20.50 & Fark Elctrochemical 1842 B Ethyl Corp. . 2.1 B Aceto Corp. . .-
) Hynuna: Carp. 15.90 & Uniled-Guardian, Ing, 1270 9 Hypuneu Corp. 19% 8 Cetns Cu?
10 Pantasate, ing, 4.60 10 PPG Industries, Inc. fi111.89 )0 GAF Comp. , 170 B Hypones Corp,
11 Acato Corp 4.30 1] Cetus Corp, ... 302 11 FPG Indusiries, Inc iJ1.66 & Panmsole, lhe.
12 RAI Rmnrt.hCnrp 340 12 12 Fantasote, oo, 161 B SetonQa,

Pantasote, inc.

Copyright 1987 by MOODY'S INVESTORS SERVICE, INC,
Publication, Editoriat and Exscutive Offices, 99 Church Street, New York, NY 10007
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CHEMICALS - MISCELLLANEQOUS (continued)

PRICE-EARNINGS RATIO YIELD (%) 1 I-HDNT H PRICE BCORE 7-YEAR PRICE SCORE
RANK COMPANY AMT  RANK COMPANY AMT  RANK COMPANY AMT  RANK COMPANY AMT
; B 1 e B | W e
3 S00 3 Bemnoer o 10528 3 kil Corm. o 165.26 (
4 1940 4 Purk Electroc 10347 4 Inghostrien, inc 13501
-] 1810 %5 AcetaCa 98.72 5 1 T T 1341.87
£ 1670 & GAFComp S071 & Pantesoty, inc, 12088
7 1250 7 CousCorp. O0ZE 7 Lubrire Corp . B4.35
B 1240 7 Hp‘pomt&rp, B8B8.5C B RAl Reaaarcl 70,40
] 11,80 7 Pantesole, Inc.. B5.20 5§ AcetoCorp, 353
10 7 PPG industries, 83472 10 Catus Corp. e
10 . 7 RAlRessarch Comp. S 10 Hy
10 7 United-Guardian, fne. 10 Ui m-ﬂun
1320 L ' B1.10 Averhgk a5.90¢
COMPOSITE STOCK PRICE MOVEMENTS
MARKET TRENDS
900 M ’.ﬂ-\ 900
- ’
CHEMICALS-MISCELLANEQUS ¢
~_ 7
600 ,.--’ Gy 600
———
300 300 (
0. Betamber 18702100 0
Illitll'lll‘ l | Lipa oo bra bypaa b feg
I ['1084 | 1985 | 1986 | 1987 | 1986 [ 1989

tovs . s
e skt o rmmmm mmynfmmm:ism! ariswe

i abliine? from sources beleved 1o b drturte

mm
N FITINET BIW SENINONS, T CRCOMUTIIONIOS. 10 DU OF B0, #d it mccora) &s not guacaniont. A ShOUIC Do ] $0iely s oveer Tacior Lot it checiaion, snd you showld make
mmwwmmd?mmmwmwm:_mcgmmrmww intn tmen for, and you
i bonds 5, prefarred stock, snd commentisl Wikizh avp rated by s investors Sarvice. Inc., have, 0 raec fe
w-hhwﬂwm s g mervicar. Tve fee ravaws from §1.000 (0 51 25000, ¥ Mook e mrzmomusA

LR G e T
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Moody’s Investors

INDUSTRY REVIEW

June 12, 1987

CHEMICALS - SPECIALITIES & GASES
COMPARATIVE STATISTICS

[

— PRICE RANGE — -——— EARNINGS PER SHARE —— BOOK STHRLORS LONG-

COMPANY EXCH | 5YMBOL (52 WEEKS} RECENT LATEST IND. VALUE . EQUITY TERM
WigH wow | PRIGE | 12M05 3995 198 1983 | oW, PER SH (EMILL) DERT(%;
Air Peodutts & Chemicafs, inc. 01 , NYS |APD a8y g9 | 43 ([loox 23 228 1.78] D8O 1867 11000 33.00

Andros Analyzers Ing, . GTC{ANDY I3 1544 Bl 154 | Bl04s 015 (.68 029 Nil 3.63 o290 -

Applied Biosystems, Inc. OTCiABID 1) &A% 2l | 2212 [N I - 058 033  wil Blemn (& 81.20] -

Betr Labarstories, ine. T OTCIeETZ | agye Xzuz | 443 [ [@2.23 233 233 208 140 1295 204,00 -
C4-L, Inc. O] THE |CWLT e e [Eo77 1.75 1.59 109 .40 24.09 A91.00 16.30
Cabal Corp, E} . | MYS 1CBT 40 2712 36Lz | 01233 222 383 200 0.92 21.16 5091 10 37.10
Chemed Garp. NYS [CHE At 2o | sy PEIOTE 2as 200 217 1.80) 539 119.80 26.30
Crompton & Knowies COrs. ... 220 158 | 21aa f 133 100 116 051 o068 7.20 68,50 20,90
Oweivea Corp. .. EI A2y 3T x 38 E| 1.5E 3.01 350 251 1.20 256.20 39.804 16,30
Dhanex Corp, 18 ... ] 361z  12%x | 2734 L&0 137 087 orz| NI [e99 @©a580 ®aose
Casex Chemical Corp 35 2| 30w | @144 140 160 DBOED 060 5,57 55,40 azau
Ferra Corgr. ... 111 3214 44va Ei .54 1.32 253 304 1.32 32.7% 223304 2210
Fulies (H.A.) Co. BF ... QTG |FULL ] 351z 14z 362 [ z.00 l.44 140 1.47 0.42 14.2% 135.50) 2050
Greal Lkt Chemica ASE |GLK 61hs 3D 57 G179 1%3 238 163 o060 11.50 Z16.30) 39.60
Grow Group, Ing. 0@ ... NYS |GRO 15 s | 100 057 093 078 077 030 &l 608 o016 Eazzo
Lawter International, Inc. NYS [LAW 19%g 12ve | 1974 | D074 d0.3t . 0BG O0B3| ' 086 3.5 55 20 6,20
LesPanai, inc. i3 wYS |LRI 21t d2te | 19 1.00 080 107 002 o048 Eiero] [Es2.80 Es.00
Liquid Aua Corp. DTG |LANA E' 361z 2ThLp EF I N T 242. 207 1.80 1.60 Z24.16 33B.70 32.70
Logilte Corp. B4 NYS [LDC G214 3BYa | 5714 279 2% 224 267 1.00 Eligso| 15360 [OF:R14
MacDermia, Tng. 08 OTC [MaCD 3] 34:s 17 29 1.3¢ 104 1,75 197 os2| - [Bo3s #l3a06 [aigen
Nalgg Chamical Co. NYS |NLG 35ty 23tx | 3% ([@i1e2 187 186 1.64] 120 8.92 207,60 6,40
NCH Corp. 1 ‘ MYS |NCH 3612 6% | 311y 200 177 158 1.as) o072 &ais3c| @1s5i.ac Kio.zo
Dekita Frodusls, Inge, o [NYS |OKT 321> 2E%e 2852 | B 1.60 224 28 1.40 1.52 15.22 28.50 9.90
Pennwalt Cern NYS (P50 67 M 7w {31364 005 327 E5A] 220 3339 374 50 30.20
Pétwq!ﬂe Corp. E - [OTC | PLIT E 35a 2%y 3414 | #1151 191 218 247 i.l2 13.55 164.60 2,70
Prodicls Rasearch & NYS |PRC 21%m  1d%g 174 | 1078 065 043 04B 0.3z 530 5010 150
Quaker Chemica! Corp. L oTC | ooHM (5 190 12 190 { f1 1,26 108 108 1G2f D50 10.06 66.70 11.20
Reichhold Chemicals, Ine. - |NYS |RGI 4Bz 28%p | 36w [ 213 d3.85 3e3 274 O8O 22.00 196.10) ©29.40
Soqua Corp, (RIET NYS |SQAA 73t 45 625 { @520 341 336 1.3%f 060 0.60 642,00 79,70
Stapan Co ASE |50L 4z 28w | 30% [ [Mzs3 189 1686 178] ¢80 19.06 55,00 30.50

. W00 Co. i€ LAoto|wore ) 46k 2002 | 30w (D154 125 135 1.07] 152 433 3259
Witce Gorp. NYS | Wit 7% 3lye | 3917 | D263 257 285 240 1iZ 2021 465.50 15.3¢

NOTE: Al pee th hig adj. for stk. spl./stk. div, [ Fiscal year end= 9/30. [0 19RS, @ 365-day. @ F9B6. 0.47_ i Fiscal yoar #nds 6/29. & 1985 & Co. does not report interim aarn. € L5,
§ eouivalant. £ §956, 2 56 T Fiscal yesr ends 6/30. KT Plus stk. X2 Fiseat year enda 11730, K5 Fiscal year entds 2/28. (3 Fiscal yoar ends 331, i Fiscal year gnds 4730, 4% Fizcal yeas
ends 10,31, 47 Formesly Bun Chemicat Corp I Fiseal year ends B/31.

Copyright 1987 by MODDY'S INVESTORS SERVICE, INC.
Fublication, Editorial and Executive Qfl"aus. 94 Church Street, Mew York, NY 10007
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CHEMICALS - SPECIALITIES & GASES (Continued)

FINANCIAL DATA-LATEST ANNUAL RANKINGS

REVENUES ($MILL.} NET INCOME (EMILL} OPERATING PROFIT MARGIN (%) RETURN ON CAPITAL (%)
ANK CDMPANY 85 AMY  RANK COMPANY 'BE AMT  EANK COMPANY ‘86 AMT  RAMNK COMPAKY ‘A6 AMT
1 Air Prathicts & Chetvicals 1,982.10 1 Cabot Corp, .. 73186 1 wWDADCo. ... 3080 1 3540
2 WittmCorp. . 1.356.00 2 Witeo Corp. .. 6520 2 Dionax Corp. . 2560 2 010
3 Cabol Corp. 120980 3 Nalen Chamica 8270 3 Appled Biosyst 21.8¢ 2 17.42
4 1,107.60 4 Pennwail Co'rp. 531.90 4 Liquid Air Corp. 1230 i Lawter Int-rn.uﬂonnl ln,c 16,81
& 334,10 & Betz Laboratorie; 3550 5 Lawter International, 1900 5 Dionax Corp. _..... El16.17
6 76660 6 Liguid Air Corp. A4.70 6 Bet | aboratories, e 18,40 & WNaleo Chemical G 13,86
7 Nih.'u Chemical Co, 73670 7 Great Lakes Che 26.80 7 Andros Analyzers Inc. 1480 7 Applied Brosystems, Inc. 11264
& Fetvo Corp. 725.20 B SequaCorp. 26.10 B Maleo Themical Co, 1470 8 Products Res. & Chem. . 1).8]
k. 570.60 Y FerroCorp, 24,190 9§ Great Lekes Chemic; 14,30 § Andros Aralyzers Inc. .. 11.76
10 5PB.E0 10 Luctite Corp, [E]123.20 10 Products Res. & Chem 1400 10 Quaker Chemicsl Cor 10,88
11 E5374.60 11 Fuller (HB,)Ca, 18890 11 LoctiteCorp. .o 1380 11 Fuller (H8) Co. 10.42
12 A71.40 12 Petradite Carp. 17.50 12 Air Products & Chemicels 12,90 11 Witco Carp. 10.42
13 Grow Group, Ing, 136620 13 NCH Corp. .. 17.10 13 Cabol Corp. ... 12.40 13 NCH Corp. 2l 10,24
14 Betr Laboratories, ihe 3ag.40 14 Rmchhoiﬂ Chemicals, Inc. 1590 14 Witeo Corp. ... 12,00 14 LeeRonal, Inc. ] ]0.00
15 Chisvaed L e e 31830 15 Cd-L e, e 1450 15 Craompton & Knowlsa 990 15 Grow Group, Ing 1] 9.70
14 Groat Lokes Chemical 300.30 1% Lawter International, Inc. 1290 16 NCHCorp, B.80 16 Crompton & Knowles 9,5E
17 Patedlile Corp, ., 28000 17 WD-40Co. e 11.60 17 MacDernmid, lm: 9.20 17 Petrolte Corp, ... 5.44
1 Locksie Corp. . [ 264.80 18 Applied Biotystems, inc. E 16,40 18 Potrofite Corp, | B.40 18 Oakite Products, nc. B.6GA
19 Stepan Co. ...... ESS.B0 1% Grow Group. Inc, 10.10 18 ker Chemical Corp, 8.60 19 MacDermid, Inc, [18.62
20 Crompion & Knowles Z13.20 20 Crompton & Knawies 8.90 20 Pannwan Corp. .. BAC 20 Pennwalt Corp. .. B.Z8
21 Evsmx Chomical Corp. ... 0560 2] Essex Chamical Corp. ... 5.80 20 Sequa Corp. ... B.40 &1 Exsex Chemicat Corp. ... 7.87
22 Chaskor Chemical Cur‘p . 12830 22 Quaker Chemical Corp. B.50 72 Detrex Corp. B03 22 Ferro Corp, sim 780
23 LeaRonal, inc. |, w 110800 23 {eafonal inc. | E 800 23 LesRonal, inc B 790 23 Stepante. .. &£57
24 Lawier !Memntmnal lnt. 103.50 24 Stepan Co. .. 7.50 24 Ferro Curg. - 7.60 24 Grexst Lakas Chemicat .. &.50
25 Devrax Corp, i 54.20 25 Oionex Corp. (8} 7.40 25 Fuber (H.6.,) Co. 750 r4 Loctite Corp. . Bl &so
26 Products Res. & Chem. .. 92.10 25 Progucts Res, & Chem. 7.40 76 Giow Group. Ine. BE17.30 26 Cabet Corp, 6.3%
27 MacDermid. Inc. .. ..0.. B BE3Q 27 Chemed COrR. vvvvvorrenees E.BG 27 Essex Chamical Corp. 700 27 ngud Alr Corp 570
28 Oawite Products, Ine. 7960 I8 At Ffoﬂuets & Chemicais 4.70 Z7 Osakite Products. tnc 7.0 2B Reithhold Chemicals, Inc 8.0z
29 L £9.40 2% MacDarmid, inc. ... fal3p0 3¢ 690 29 Chemed Corp. . - 3.B0
30 Apgslied Biosyitems, Inc. t] 51.80 30 Oakite Products. Inc. 2.60 6.70 30 Sequa Corp. 22
3] Dionck Gorp, ... L] 45.00 31 Deteex Corp. s 2.60 3t Rglchhuld Chcmu:ul: Ine. 520 3! Cauy ing, . 1.82
32 Andros Aﬂalyzers Inc. .. 1200 32 Andros Anslyzars Inc. ... .10 32 Chemed Corp. 0.80 32 Ait Profucts & Chemn:als Q.22
Avarage 11.80 Average .. 10.40
MNET PLANT {$ MILLIDNS) RETURN ON NET PLANT (%) CURRENT RATIO CAPITAL EXPENDITURES (SMILL.)
1ANK COMPANY ‘RE AMT  RANK COMPANY 'BE AMT  RANK COMPANY "85 ANT  RANK COMPANY 'B6 AM1
1 Aw Products & Chemmals 1,829.10 1 Chones COMp. w.uwunnun 126400 1 Applied Biosystems, nc, [E19.42 1 Air Products & Chemicals 335 411}
2 Liguid Air Corp. 473,30 2 Applied Bitzystems, Inc. 106,20 2 Andros Analyzers ine. .. €77 2 Liguid AirCorp. ... 30.60
3 Penmwalt Corp. 436,30 3 Lawter International, Inc. 51.68 3 wb-20Co 6.1B 3 Graat Lakes Chemical .. 91.66
4 CH. int. 421.40 4 LeaRonal. lnt. E 51.20 4 LezsRonal, Inc. 6,04 4 Cabot Corp, .. 7280
& Wico Corg, 367,80 5 Products Res, 41,81 4% bBionexCorp. ., 5,16 5 MNalko Chemical 63.60
& Sequa Corp, 304.3¢ 6 Laetite Corp. . [140.15 & Lawter international, 375 & Wilco Corp, 62,10
7 Nalcop Chemi 28020 7 33.57 7 DetesxCorp. ... 373 7 Pennwal Gy 64,40
8 Grest Lakes Chamical | 20940 B 31.30 B Froduets Res. & Che 363 & Reichhold Ch AD.00
9 Reichhold Chemicats, Inc. 203400 9 ] 2970 9 Quaker Ghemical Corp 260 9 CALne . 38.40
10 Ferro Corg. 153,70 10 28.94 10 Polrotie Corp. 3.05 10 Fetrolite Cor 25.30
11 Betx Laborat 144.10 1} 24,67 11 Oahite Product 278 11 Betz laborsts 24.20
12 Fuigr (H.B.) Co, 109.04 12 Metco Chamicsl C.n 2272 12 NGCH Corp. 263 12 Farro Corp, 23.60
13 Patrolite Corp. 94.1C¢ 13 Oakite Produoets, In 1990 12 witco Corp. 249 13 Sequa Corp. 17.%0
14 85.60 14 Petrodite Corp 1255 14 Betz Laboratn 2,48 14 Stepan Co, 14.30
15 ] 8090 15 Witcs Corp. 17.23 15 Grest Lakes Chemical 2.43 1% Fulles (H.B) 14.10
16 GE.HC 16 Fuller (H.B) 12.3% 16 Grow Group, Ing E‘J.MJ 16 Grow Griwp, . . ®iir
17 E 8770 17 Ferro Corp. . 1567 17 Lectite Corp. .. 2.34 17 Esaex Chemical Col 1.60
18 57.60 18 MacDermid, In E11520 18 Crompton 2.30 1B Loetite Cofp. ... gg.'su
19 466G 19 Chamad Carp, 14.70 19 Fennwalt Gorp. 213 19 Appliec Biogystems 8.00
2950 20 Estex Chemicat 12,84 20 Segua Corp 2,00 20 Detrax Corp, &80
21 Crompton L Knowies 28,50 21 Grea? Lakes Chemical . 12.80 21 Ferro Corp. 206 21 Products Re 5.40
22 MacDermid, tnc. . 24.60 22 Grow Group, ing. €] 12,48 22 Cabot Corp. 2,04 22 NCH Corp, [ 5.20
23 Lawter International. tnc. 22.40 23 Pennwah Corp. F1,80 23 Fuller (MB.) G 202 23 Quaker Che 5.10
24 Detrax Corp. ... 21.60 24 Detrer Corp. . 11.86 24 MacDermid, inc 1958 24 Oakile Products, ing. ... 1.80
75 Proglucts Res. & Chem. .. 1760 2% CabotCorp. 11,38 25 Nalce Chemical Cr. 1,76 25 Lawter internationsl, Inc. 1.60
26 Oalite Products, Inc, ... 1210 26 StepanCo, . 8.78 26 Chemed Corp. LGB 26 Andros Analyzers . ...
27 LesRonal, INC. ...ooneorieons %l.m 27 Sequa Corp. . . 860 27 StepanCo, ... 1.61 26 Ghemed Corp, ...,
2B Apptigd Blaﬁyﬂnms g, g.B0 2B Reithheld Chcmu:al: 1nc 7.B1 2B Rekhhold Chamicals, Inc, 1.85 2& Crompton & Kngwigs
29 Dionex Corp. . 580 29 Ligud Ajr Corp .. 7.28 29 Ar Products & Chemicals 1.45 2E Dionex Carp. ..
30 Andros Analyzars Inc. 330 30 wh-40 Co. 550 30 Esdex Chamical Corp. ... 146 26 LesRoral, Inc,
31 wD-a0Co. 210 31 Gl e .. 249 31 CHne 1.23 26 MacDermid, Inc,
37 Cabat Carp. 0.50 33 ArrProducts & Chamicas Q.26 32 Liguid Air Corp. .. 117 26 WD-40 Co.
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CHEMICALS - SPECIALITIES & GASES (Continued)

PRICE-EARNINGS RATIO YIELD (%) 12:MDNTH PRICE SCORE 2-YEAR FRICE SCORE
"mm COMFPARY AMT  RANK COMPANY AMT  RANK COMPANY AMT  RANK COMPANY ANT
1 Chemed Corp, ... 46,70 1 Oakite Produtts, ing, ... 5.30 1 Andros Analyzersine. ... 13948 1 Estex Chemical Carp. .. 12%.74
2 Grast Lakes Chemical ... ajgoe 2 Ligt_tidNrCom. . 500 2 GrestLakes Chemical ... 114.26 2 Fuller(HB.}Co. .. 12266
3 Andros Analyzers Inc. .. 3170 2 wWD40Co. 500 3 . 11145 3 Wieo Corp. .. 1205}
4 Applied Biosystemi, hhe. 28.80 4 Chwowd Corp, | 450 4 LeaRonal, tne. . - 110.54 4 StepanCo, . 118,59
B Liwier Intemational, Inc. 2680 % Fennwal Corp. ... 380 & Reichhotd Chemicels, ine, 109.75 5 Progucts Res. & Chem. .. 111.64
& Dwtrex Corp. ... 24.10 & Nalco Chemica Co, . 340 & Essex Chomicat Corp. ... 10865 & Crompton & Knowles ... 110.59
7 Patrodite Corp. . 23.00 7 Cromplon & Kaowied .20 7 MacDermid, ing, " 109.52 7 Datrax Corp. . 10800
8 Products Res. & 2290 7 Datrex Corp, .. 320 8 Loctite Corp. . 107.47 B WDJOCo. ., 10036
9 MacDermid, inc, .., 21,60 7 Petroiite Corp. . 3.20 9 WD4DCo. . 107.42 9 Ajr Products & Chemical 101.01
9 Nalco Chemical Lo, . 21.64 10 Betz Laboratorias, Inc. 3.10  1Q Petrolite Corp. 104,88 10 Pennwalt Gorp, ..., 96.64
11 Ezses Chemical Corp 20.90 11 FerroCorp. .. 290 11 Fulkes (HB,)Cop. " 10475 11 Grow Group, Inc GRE1
12 Loctite Corp. . 20.50 12 Grow Group, Ing. , 2.80 172 Air Products & Chemicals 104,28 12 NEH Corp. .. 95.47
13 Betz Laborstor 200 ]2 Lawter Intermational, Ine. 2,80 13 Nako Chemical Co, ..., 104.12 13 Lawter internationad, Ine. 93,55
14 WD-40 Co, 1960 12 Witco COrp. ... 2.B0 14 Crompton & Knowles 10401 14 Loctite Corp. .....vmvn. e 9163
15 LeaRonal, Inc. 19.10 15 - 2480 15 Dionax Corp. ... 103,32 15 Reichhold Chemieais, Ine. 82.61
16 Grow Group, Ing, 1890 16 2.50 16 Grew Groyp, inc. 103.25 16 Ferre Corp. .......... 91.86
17 Oakite Produets, tn 17.90 16 250 17 Ponnwalt Corp. . 10361 17 Euth-rﬂhomicm Corp. .. 90,57
18 Fulier {(H.8,} Go 17,80 1B 2.30 18 Wheo Cérp. .., 10296 18 Growt Lakes Chamical ... B9.37
19 Dionex Corp. . 17.36 19 220 19 Stapan Co, . . 102,03 19 MacDermid, Ing, .., 87,22
20 Raichhold Cham X L7200 20 200 2o her Chimical P 9978 20 Liguid Alr Corp. ... B86.21
21 Crompton & Knowles 16.10 20 200 21 NCHCorp, ..., 99,20 21 Betz Laborstories, Inc. 83177
22 NCH Corp. ..., 1580 22 190 27 Productt Ret. & Chgn, .. 98.82 22 Chemed Corp. . 81.90
23 Pennwatt Corp. 1570 22 180 23 Betz Laboratories, Ine. .. 98.47 23 Cabot Corp. ..., 76.9}
24 Labet Corp. 1860 23 1.80 98.29 24 Ogakite Products, (nc. 78,22
25 Stepan Co. .. 1550 25 1.70 98,11 25 Maleo Chemical Co 71.79
26 %ﬂker Chemical Gorp, 1%30 26 1.20 94.B8 26 LesRoral, Inc. ... 71.04
27 Wheo Covp. ... 1350 27 1.0 94,63 Z7 Petrolite Corp, ., 59.05
28 Liquid Air Corp, 1320 28 Corp. ... 1.00 BE.A0 2B Andros Analyzers ine. ..,
29 Ferro Corp. ... 12.60 29 Andros Analyzers nc. ...... e B87.27 28 Applisd Bigsysiems. inc. L
20 WCnrp‘ . 12,00 29 Amlied Bioaystems, Ing, 73.683 2B Cdl g .
31 Air Products & Chemicals . 28 C-LL.Ing. .n sas 2B Dionex Carp .
31 bl Ine . 29 Dionex Cotp. 28 Sequa Corp.
Rrerage.. 19.20 Averdge ..., 2.40 2%5.90 Avernge 7470
COMPOSITE STOCK PRICE MOVEMENTS
MARKET TRENDS
/
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GHEMICAL (BASIC) INDUSTRY
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This industry group is new reviewad regularly in
Edition B, Producery of specialty chemicals are
teviewed in Edition 3. Diversified chemical! manu-

faciurers are reviewed in Editlon 12,

(aing from international trade in 1987 are likely
to offset weaknesses in three key domestic
markets agriculture, housing, and automotive, In
fact, modest volume g‘rowtiu, price increases
greater than raw materials price hikes, a high
capacity utilization rate, enefits from re-
structuring, the lower dollar, and declining inter-
et expenses should all add up to cutstanding earn-
ings comparisons this year.

Protectionist measures taken by the United
States may well do more harm than good to the
chemical industry.

Rohm and Hass common and Dow Chemical
shares are likely to u::pﬁrform the year-ahead
t

market averages, Most e other equities in thix
up will probably keep pace with the market in
th the year-ahead nndp tgrough 1889-91.
CEOMPOSITE ETATIS TICS: CHEMICAL (BASIKC] INDUETRY
1882 | 1983 | 1889 | 1995 [ 1986 [1387 [ & value LNE, WG] g9aiE
65618 | 68237 | 70386 | 63350 | 5a078 {a2aen | Sales (Fmay fLC ]
17.9% | 17.5% [ 19.2% | 19.2% | 22.9% pa 5% [ Operating Margin 24.5%
600, | 5102 | 35024 [A3175 [44518] 4418 ] Depreciation Smi) | 5780
2017.3 | 23285 13177 2 [7260.2 3154.0] 3960 I Nut Profit (Smill 5545
50.4% | 534% [51.8% | v3.2% 41.7%14.um Income Taz Rate 37.0%
31% | 34% | 45% | 3E%| S6% 255
WH29725.9 [9077.2 40850 | 6107 4 | 7o5ee [Werk 17800
13879 | 11886 | 10467 | 11451 | 12603 12525
2727) § 18188 § 70098 | w026 | gevay Jarrg
Tow | 5% 94% [ To%] 96% 12.5%
T4% | 8.3% [10.9% | nawl o 15.0%
TV [ 0% | 54% ] 2.0%[ 59% 7.0%
N% | ES% ] 51% ] Msm s 0%
&} 3T 88] 129] 128 .0
(ATA IR TS -1 B 1 M
BI%Y 4.0% {1 1| 53] eos 3.0%
Modest Volume Growth

Chemical products can generally be broken down into
five catepories—agricultural chemicals (fertilizers
and pesticides), organic chemicals (ethylens, benzens,
propylene, and styrene used for plasties, fibers, deter-
gents, pharmaceuticals, adhasives), synthetics (fibers
and plastics used in the packaging, construction, con-
sumer products, and automotive indusiries), basic
chemicals (chlorine/canstie soda, industrial gases,
Ehos horaus, and sulfuric acid used in the pulp/paper,

leaching, water treatment, and the electronics indus-
tries), and epecialty chemicals (used for detergents,
elcctronic equipaent, cosmetics, painly, drugs, etc.

Consumers do not. witness the manufactyring process,
go chemical usuge is not evident in many products,
Nevertheless, it's safe to say that chemicals are utilized
itr the manufacture of virtually all durable and non-
durable goods, As such, the profits of theee companies
are very sensitive to the lével of economic activity.

General economic trends will work in the industry's
favor this year. Value Line estimates call for modest
economic growth throughout most of the industrialized
world, In the United States, an expected falloff in Lthe

. housing, construction and farm sectors will certainly not

help. But the lower dollar should lead to more chemical
exports and increased domestic output from heavy usera
of chemicals—appliance manufacturers, the efectronics

- and semiconductor industries, and the textile, apparel;
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and puckagingosectms. All in all, we expecl volume
growth to be about, 3% this year.

Plus Restructuring Goes A Long Way

In the esrly to mid-1980s, U8, chemical companies
realized that the aggressive eapacity additions of the
19702 were unwarranted given likely glohal economic
growth and competition from imports. As a result, re
structuring—which included plant ¢logures, asset sales
and writetivwns. reductions in middle-managament lev-
els, refinancing of debt, and share buybacks—became
widely used within the industry.

Now, in the late 1980, chemical companies are in a
position to benefit from their previsus painful cost-
cutting efforts. Reduced supply in the face of modestly
increaging demand has lifted capacity utilization rates to
the mid-B0% level, Because of tgxis tight supply/demand
relationehip, increases in raw materials costa feryde oil}
can simply be pagzed along to customers, At the same
time, breakeven points are much Jower due to headeount
reductions and a lower depreciable base. The net result is
that operating earnings for many of these companies will
rige at least 25% this year. With Interest expenses falling
and fewer shares outstanding, many companies are look.
farag at 1987 share earnings growth in the neighborhood of
0%,

Protectionist Policies Are Anathema To The
Industry

Most of these companics have a substantia) presence in
foreign markets. Thus, any action which would reduse
world trad is likely to be & net minus for the industry.
What's more, the chemical business is one of the few
American indusizies with a trade surplus. (In 1985,
exports of $22.8 billion outpaced imports of £15 billion. )
Bacauee of this trade surplus, we think 1.8, chemica]
companies are logieal targots for foreign governments
looking to retaliate against U.S. protectionist legislation,

' Investment Considerations

Most of the chemical equities have alveady had huge
run-ups in price in anticipation, we think, of this years
earnings growth. Nevertheless, the shares of Rohm and
Heas (a major beneficiary of the declining doljar) and
Dow Chemical (will benelit from the lower doHar and
favorable pricing trends for commodity chemicals) may
#till outperfrom the year-ahead market averages,
Risk-oriented investors might want to take a loalE at
Union Carbide because of that company's excellent earn-

ings potential after the latest financial restruciuring, -

None of these equities stands out over the three: to
five-year pull, although most should provide investors
with % tatal returns (capita) appreciation plus divi-
(_i.ends aver that time frame. Bart Schneider
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- Moat chemical companies are likely to out-
. pevform the ganarnl economy by a substantial

margin in 1987. Key factors behind the lndustr;lr’n
favorable prospects are high operating rates, rels-

tively low raw maierials cosis, and improving
international competitiveness stemming from the
weak dollar. In 1988, business conditions probably
will moderate, but are likely to remain generally
favorable.
Sofiness o the chemical industry is currently
- gonecentrated in the agrochemical gegment. A con-
tinued rise in interest rates would probably
spread the weakness to suppliers to interost-rate-
sensitive industries (construction and aute).

No equity in this group is ranked lower than
Average for Timeliness. The stocks of Ethyl, GAF,
Millipare, and National Distillers are recom-
mended for yesr-ahead relative price per-
formance. '

COMPOSITE GTATISTICE: CHEMICALHAVERSWIED INDUETRY
THEZ | 1983 | 1994 | 1955 | 1905 [ 1887 ] © VALUE LINE, #NC.| B3-91E
5N | 29105 | M09S ] 28681} Z7434] 29100{3akes {Smill) a0
14.7% | 14.5% | 15.6% ] 15.59%] 17.29%} 188 % Oparating Mavgin 1%
B[ Y5965 | Vaan; 3 & 17 rachallon (Smilly | 233 |
1590.3 | 1500.5 ) 1790.7 ] 1574.0 1403.9) 7720|Ned Profit (Smdll 2380
m 36.1% | 30.5% | 35.9%| 46.2%)] 37,954 | Tncome Tax Rata F{ XA
£8%) 5.2% | SB%| 5.5%] 5.1%]| 5.9%|Net Proft Margin 5%
T RATE B | 58805 | PG| 5570.9] 5809\ Warking Cap'L (Seih} | . 7800 |
$466.3 | 44150 468165087 2| 5935.8] 5400 Lonp-Term Debt (3wili)| 5000
13126] 13544 12773 14176 138111 4 Nl Worth ($mill 13500
T0.0% ] 96% [ V.17 O.5%| B.S%| 8.5%]% Earned Totsl Capl | 10.0%
12.0% ) 11.1% | 39 1% | 11.0%) 10.19%{ 19,55 Earved Net Worth | 12,83
SA%] 5| Go%| 4.5%| 3.6%| 5.5%]% Retsined to Lomm Eq 0%
99% | B1%| S1%] G0%) B6%| Sac) % A Divis to Net Prof) 8236
oh 1401 114] 4A] 168 Joeg it 87T Natic e
18] 18t o] 197 1:1:1 Relwtive P Rutin 110
Ll 4.3%) 45%] 4. 3.1% Ilc_lpn'iﬂiv‘dﬁdd 1.2%
‘Margins Are Wide, Due To High Operafing

(- BFEEY
Eﬁ, v early 19505, many domestic chemical companies
corrently furecast that the growth in demand for bulk, or
commodity chemicals, would slow in the years ahead.
The priority accorded the war on inflation, as against
AR ctionc growth, was one reason. The deter-
lorating giobal competitiveness of Smokestack America
ithe largesi consumer of chemical materials), and the
goncomitani shift Lo a service-based ecop my, was an-
other. In response, many producers pared down their
comnaodity chemical operations to the most efficient
core, eliminated capacity in slow-growth segments, and
emphasized technology-intensive, low-volume opera-
tions in then &xpansion plans As a result of these re-
structaring moves, capacity wtilization rates in many
segmeuts of the chemical industry now hover around the

[INDUSTRY TIMELINESS: 18 (of 81 )i

also expanded A8 2 consequence of the depreciation of the
dollar, which has put United States chemical companies
{and their customers in the domestic industrial acetor)in
& more favorable position relative to overseas rivalz,

Has The Peak Been Passed?

Higher profits, of course, eventually will attract more
competition, And by next year, we think the spread be-
tween product and raw materials prices will have begun
to narrow. Moreover, the impact of the weak, dollar on
gﬁar-to—year comparisons will diminiah once the dollar

ttoms out. For these reazons, we expect the rate of
increage in chemical-indugtry sarningz {o moderate in
1988, Whereas in the rurrent year virtually all com-
‘panies are experiencing double-digit profit gains, in sub-

vent years these probably will be limited to a few,
including those serving the strongest end-markets, thoge
with proprietary murket strangthe, ete,
Agrochemicals, Construction Materials

Even in the midst of an industry upttend company
performance is significantly correlated with end-market
conditions, Currently, dug to the zlump in the farm
economy, fertilizer producers are the laggards of the
chemical industry, ently, the three companies in the
present group with substantial fertilizer interests have
all moved to shift their sales mix toward healthier mar-
kets: Internotional Mineralr 1= expanding into medical
products, hvesm}-ffmwth stimulants, and flavors and
fragrances. First Missizsippi is emphaszizing industrial
specialty chemicals and minerals. And, most recently,
W. K. Giroce put its ailing agrochemicale division on the
auction block. But if staying in a depressed market can
hurt the bottom line, 0 ean the process of exiting such a
market: W R. Groce took a $220 million charge for Joszes
on the discontinued operations. We note, tog, that sup-

liers of chemical matetials to the cyclical construetion
(industry, although currently strong, may be vuinerable
to rising interest rates. (See our individual-company
reports on GFAF and Koppers.) ‘
Pharmuacenticals, Electronics Chemicals
I With the exception of those mentioned above, the com-
‘panies in this group generally face healthy end-markets.

he drug industry, and the medical products sector gen-
erally, continiue to be particularly voracious consumers
of chemical materiale, (See American Cyanamid, Ethyl,
and Millipore.) The alectronics industry, another impor-
tant market (and perhaps the most promising over the
long term), appears to be emerging from a prolenged
Teceapion.
Investment Considerations

Ethyl stock carries our hi
relative J)rice performance.

ezt rank for year-ahaad
he equities of GAF, Milli.

. 90% mark, compared with the mid-sixties levels common  pore, and National Distillers are also likely to outperform
only five #eal;'i iﬁ:k C m the stock market in the coming six to 12 nﬁt}ni_-hs.s de
' w Feeds ks aine r
The generally tight market for chemical p ~
products conicasts sharply with the continuing glat in RELATIVE STRENGTH (Aatia af tndustry 1o Value Line Coma-}
ydracarbon feedstocks. Indeed, most chermicals are de- | 706 Findos: Junc, 187-100
rived from natural gas, which has yet to experience even ] }
the limited price recovery underway in the oil industry oo 1
As a result, many chemical producers are enjoying the | 400 Chemical/ Diversifisd industry
best of both worlds: buyers’ markets for inpuls, sellers’ e )
market: for outpul. Polyethylene currently represents 300 s
_ the clearest example of this trend: Thus, Nutional Dis- | 25¢ v
_ tiflers, the largest 1.8, poliyethylana pm&ucer. has seen 200 :
its raw materials costs fall as a result of sn gver- “E
abundance of natural gas liquids, at the sume time that 160
its aelling prices are riging, due to tight yupply and vising
der end The Weaker Doll ”
e & weaker ar
Margins on domestically-produced chemicals have bk e o
e gt MR T T A A P O I e R T U 5, O TR B b R T 2 A g B T N
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Small chemical firms: A balance sheet

Highlighted by such developments as
last August’'s White Honse Conference
on Small Business and the subsequent

decision to keep the Small Buginess Ad-.

ministration a4s an independent agency,
1986 has been eventful for U. 8, small
business penerally: but for bantam-size
chemica! companies the year has been
particularly challenging. Gary L. Moszs-
man, group vice-president for Dixie
Chemica! (Houston), declares, “Thiz is
both the best and worst of times—de-
pending on your viewpoint and the con-
dition of your business,”

In one enge, maintaing Mossman, re-
structuring activities throughout the
chemical industry have presented small-
er companiez unparalleled opportun:-
ties—e. g., to exploit niche market areas
that larger firms choose to bypass as
being too narrow to fit their strategios,
Mossman also notes that big companies
are increasingly receptive to joint pro-
jects with smaller, entrepreneurial en-

Environmental and safety
regulations and Habllity
insurance are the big hurdles

terprises—a factor that has been help-
ful in funding numerous fledgling
ventures. And, Mossman points out, the
larger companies’ organizational shake-
ups and shakeouts have freed an abun-
dance of experienced executive talent
for smaller compantes to draw on,

" But on the negative side, Mossman
and others eile complicated environmen-
tel and plant safety regulations, along
with such other factors as difficulty in
obtaining liability insurance coverage—
problems that can be particularly griev-
ous for small companies. Citing the
record-keeping requirements of szome
regulations, Mossman contends, “It's
obvious that without deep pockets you
need an ongoing business of probably
87-15 million, depending on profit mar-
gin, to pay for inside ard outzide ex-
perts to deal with this area.”

Few hands. The difference is that the
larger companies are better able to ab-
sorb the impact, says Newman H. Gira-
gogian, president of Delphi Marketing
Bervices (New York City) and chairman
of the American Chemical Society's Div.
of Small Chemical Businesses. ing

to comply with each new health or safe. .

ty regulation means “another pair of
hands that has to be kept busy"—s ma-
jor eoncern for small business, which by

M  Chavical Wieak/Decernber 10, 1088

definition has only relatively few hands
available,

At a time when major corporations
are paring back on staff in the name of
stepped-up efficiency, it geems to some
smaller companies that they are being
forced to assume increased staffing ac-
tivities, says Ronald Lang, president of
the Synthetic Organic Chemica!l Manu-
facturers Assn. (S0CMA). Lang notes
that if a federa! regulation iz relensed
in the form of & 100-page document, a
big corporation can call in a team of
attorneys to apalyre the measure, then
muster a team of engineers to debate
the steps that the company should take
to ensure compliance with the reguls-
tion. “In a smaller company,” =ays

Mossman: “Tha best and worst gf times,”

Lang, “those 100 pages are dropped on
the owner's desk."

That kind of data crunch, Lang sug-
gests, is largely responsible for the big
1986 increasze in the number of S30CMA's
membar companies; this year's 42 new-
comers puzhed the total to 198 At move
than 75% of those member companies,
sales are less than $30 million/year
apiece, says Lang, and he maintains
that they share a common problem in
trying to keep up with a torrent of com-
plex detail work. “An importent role
that SOCMA plays,” he says, “is to help
gmall companiez by predigesting new
regulations.”

At S0CMA, Lang says, there's “p
very interesting symbiosiz” that helps
the big and small member companies,

But he contends that, at the govern-
mental level, it’s probably S0CMA's ef-
forts to articulate small-company con-
cerns that huave the greater impact.
There are numervus congressmen who
are not eomcerned about the impact of
legislation en Du Pont, he says, but who
do care about the viability of small com-
panies. Lang says occasionally repula-
tors and legislators have been prompted
to rethink policies when they are shown
that a new rule that would represent
only a pinprick for a giant company
might cripple the small fry.
Restrictione. The complications can
be multiplied for small producers, espe-
cially those that dea) in small volumes
of hundreds, even thousands, of chemi-
cal products. “Most people don’t realize
the restrictions on small-volame chemi-

. cals,” gays President B. David Halpern

of Polysciences {Warrington, Pa.), who

.- calls his business "a typical fine-chemni-

cal catalog supply house" He says a
company could easily spend $500 to
meet regnilatory requirements for a sin-
gle produet—for instance, in preparing
Material Safety Data Sheets—while the
company’s total sales of that product
ight well be less than §500/year.

Ultimately, the impact couid affect
the availability of certain products, sug-
gestz Lawrence Rosen, president of
Prezsure Chemical (Pittsburgh). His
company supplies materials for funda-
mental research, and he frequently pets
an order from a university or pharma-
ceutical company to make a small quan-
tity, say 50 grams, of a given com-
pound. "A year ago, we would have
been very happy to do this, but today
we look at it differently,” says Rosen.
“If we use three or four different inter-
mediates, it means much more paper-
work" because of Occupational Safety
and Heulth Administration regulations
and eomunity right-to-know laws,

Trying to reconcile different labeling
requirements in different jurisdictions is
an especially difficult problem for small
ehemical companies, zays John Datech,
president of Pittsburgh-bazed Dacay
Chemical. His warning: Unless the fad-
eral government takes action, and the
courts rule that federal standards
ghould preveil in @il states, a company
could be forced to. provide different la-
beling for each ctate in which a given
product is sold,

In addition, Datesh pointa to the in-
creased difficuity in obtaining afford-
able Lability insurapce—also the Ne. 1
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concern noted at the White House Con-
ference on Small Buginess. Becanse of
insurance problems, says Datesh, Dacar
has dropped some of its product offer-
ings, principally office solvents,

Dixie Chemical'’s Mossman says that
the biggest disappointment for large
and small companies alike is that in rate
getting, insurance companies now tend
to view an industry meross the board,
rather than case by case. “There is no
longer selectivity or a reward for being
2 class operator,” he laments. Increas-
ingly, he says, companies will be pool-
ing insurance or going to offshore carri-
ers, And some smaller companies may
be drawn into partnershipe with larger

companies, primarily because the big

corporations have adequate coverage.

SOCMA's Lang says that some small
chemical proceszors, hit with premiums
that exceed their profits, have opted
“fundamentally to gamble the company
that something doesn't go wrong.” He
predicts that increased enxiety about li-
ahility coverage will probably lead to
more sales of smaller producers to farg-
8 companies, ’

Another factor that haz been particu-
larly troublesome for some emall U. 5.
chemical companies iz the competition
from abroad. For instance, Dacar has
seen 3 decling in one of its key product
lineg, rustproofing chemicals for auto-
mobiles, because many imported ears
have already been treated with yust-pre-
ventive compounds.

] don't think the Adminiztration real
iges what the effect of foreign competi-
tion has been on small organizations,”
says Charles Nathanson, president of
Solug) Chemical (East Warwick, R. L),
He argues that there has been less im-
pact on big companies “because they
are mostly multinationals anyway.”

Tentmakers. John J. O'Neil, Soluol's
vice-president, reports that the compa-
ny, a producer of urethane chemieals,
jost & eonsiderable amount of business
because of imports from the Far East.
Soluot used to supply fire retardanis to
tentmakers. Now, says O'Neil, a large
proportion of the tents coming into the
U. S, are already treated.

The weaker dollar has helped some
amall U.S. companics in their battle
with mternational ecompetitors. And
gomething else that has been particular-
Iy helpful for Soluol, relates O'Neil, i= 2
trait—fexibility, or the ability to re
spond rapidly to shifting market condi-
tiona—that i5 a widely recognized ad-
vantage of small businesses. "If we
have conditions that appear different
from what we are accustomed to, we
cap make adjustments, such as drop-

LSRRI e et R

ping one preduct and moving into an-
other,” says O'Neil. “And we can do
that more quickly.”

Polysciences’ Halpern agrees thut in
8 =mall company, ‘decisions are made
rapidly, and you can twm on a dime.”
Under aimilar circammstances, he con-
tends, a much larger company can ap-
pear “almost immobilized,”

Another advantage of small business
es, some argue, is the ability o get
close to customers. Where there are
small compamies operating in small
niche areas, “You may get much more
senjorlevel involvement” in gales and
euctomer relations, says George Seiler,
president of Profit Planning Agsociates
(Monteiair, N. 1), a congulting firm.

‘mtraprensurship.’ As for some large
companies’ much-publicized efforts in
recent. years to instill emall-company dy-
namics nto their organizations, smaller
companies’ executives gay the jury is
gtill out. “All managers are creatures of
the environment in which they have
trained and operated,” says Dixie's
Mossman. The true test of the effective-
nesz of big-company drives to spur “it-

‘A lot more fun than a big
company, and, in theory, a

ot more profitable too'

trapreneurship” will come in 23 years,
maintains Mossman—when it's possible
i aszess whether such programs have
really generated an increased flow of
new products and profits.

But Mozsman and others say that
regulatory comcerns make the job of
starting up a brand-new chemical busi-
nees more difficult than ever. Mossman
notes that getting capital for any kind
of new venture iz a formidable task—
and much more formidable for a ven-
ture that also has to besr the costs of
complying with complicated regulatory
procedures and must buy expensive -
ability inzurance. Polyscience’s Halpern
warne that anyone interested in start-
ing 8 chemical businesz from scratch
had better come to prospective backers
with *a damned good idea.”

Despite the hurdles, S0CMA’s Lang
feels that there will sti)l be plenty of
interest in getting into small business.
For those with an entrepreneurial bent,
he says, life in a small firm is simply “a
lot more fun than in & big company—
and, in theory, it can be a lot more
profitable, too.” And, as Soluol's O'Neil
says of today's small-buginess climate,
“It's very interesting and nevev dulk.''C]

W, DAVID GIBSON, with
Jackic Cempbell in Pitisburgh
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Another Carbide unit Is up for sale

Union Carbide has put its electrical carbon busipess
on the saleg block in another move to reduce debt and
-enhance sharehelder-value.-In the next-few -weeks,
Carbide plans to “conduct business reviews” with
gelected potential buyers, The business for sale in-
volves a range of carbon-based specialty products for
the industrial marketplace, including carbon brushes
and arc carbons, and has operations .at Fostoria,
Ohio; Greenville, 8, C.; Parma, Ohio; Toronts, Cana-
da; Juarez, Mexico; and Sheffield, England. But Car-
bide is continuing to produce other carbon produets,
| including graphite electrodes for the steel and alumi-
num industries. : c

Economics Laboratory ups its stake in Japan
In line with its strategy to focus on the formulation
of zpecialized sanitizing and cleaning products for
| consumers, institutions, dairies and food processors,
and to boost its Asian sales, Economics Laboratory
(EL) has purchased Chisso Corp.'s (Tokyo) half inter-
est in their joint subsidiary, EL Japan. That venture
was formed in 1969 to manufacture and distribute, in
Japan, products from EL's Institutiona] Div. and its
Klenzade Div., which makes a variety of products for
dairy farmers and food processors. EL—based in
St. Paul, Minn—says that with full ownership it can
combine the EL Japan operation with its whally
owned Japanese consumer products subsidiary—a
move that the company saye will enhance its ability
to penetrate the Japanese market. Says Gerald K.
Carlson, genior vice-president for EL's Internationa)
| Div., “With the world’s second-largest gross national

* product, sixth-largest populstion s

nd the presénce of
* | @ number of leading hotels and restaurant chaing,
.| Japan pregents & very attractive market for EL.” .

s patiales will reach $12:6 Wikion by 1990, reflecting s
w4 82%/year, growth rate. That's.:the.. éstimats of
Charles H. Kline' & Co, (Fairfield, N:J)), a market
researéh firm, which adds that the chemical distribu:
| ‘tors’ sales will grow move than 50% faster than total
"I U'S. consumiption 6f industrial chemicals, A recent
Kline report says that among the factors contribut-
ing to the stepped-up use of distributors are the
chemical producers’ desire to consolidate their own
salez forces and thereby reduce their selling costs;
the producers’ discovery that in many ingtances they
can realize a greater net back by using distributors;
.JuBnd the need .to accommodate the many, customers.
;ﬁ . that are maintaining leaner inventorjes and requiring

patents on the anticancer drug interlenkin2 (I1-9).

.scope of those patents. “The question is whether Ce-

“rAmgen-¥iee-Fresident Robert Weist says-that <Ame
-gen-dled suit. after it. received a. reportwhich Ce-. | .. .
“tus’s” general counsél ha: dénied--that Cetus was °

M2 15 already in, late. Phase II.trials, .in..the 8o faio
. Amgen has completed Phase I trials, =~

shorter delivery times. Meanwhile, distributors are
expanding their eervices and their produet lists. Ac- _
cording to the survey, makers of paints and coatings

—bhuy-25%-of -their-raw -materials from-digtributors and |- -

sell 10% of their output through distributors. And
Kline predicts that the chemical distributors will
achieve partieularly rapid growth in their sales to the
electronics and pharmaceutical industries.

Brazil looks to the L), 5. Gulf Coast for styrene

For about the past 10 years, Brazil has been a net
exporter of styrene, with most of those exports ear-
marked for the Far East.. Now, however, traders re-
port that at least three Brazilian styrene consumers
have purchased the monomer from U.S. Gulf Coast
suppliers to help meet increased demand stemming
from Brazil's growing use of polystyrene. Estireno
do Nordeste, a major Brazilian styrene and polysty-
rene producer, last week bought 2,000 metric tons of
styrene from Interbras, a state trading concern,
which obtained the monamer from the U. 8, for about. .
17¢/ib. Traders report that two other Brazilian-Gulf
Coast deals, involving 3,000-3,500 mi. of styrene,
were also made last week, Last winter, when econorn-
ic reforms froze all prices, the Brazilian domestic
demand for consumer goods—szome of which contain
polystyrene—rose sharply, preempting supplies that
otherwise would have been exported, -

Biotech firms batile over an anticancer drug patent -
Amgen (Thousand Ouks, Calif) is sning Cetus (Emer-
yville, Calif) in an attempt to invalidate Cetus's U. S.

Arngen asserts that its 112 does not infringe on the
Cetue patents and asks the court to -consider the

tus’s patents sre broad enough to prevent Amgen
from marketing its [11.2] molecule,” says biotechnolo-
gy analyst Carol Hall at Sutro & Co. (3an Francisco).

LIS

preparing to sue Amgen for patent infringement.
Weist contends that Amgen's genetically engincered
mutein produet is chemically different from Cetus's,
in that it has an aniline unit in position 125 of the
amine acid sequence, where the Cetus product has
cerine. Cetus counsel Michael Ostrach says that while
Amgen’s’1L2 is different, Cetus’s patents are broad
and cover more than just the mutein. Adds Ostrach:
“We think [Amgen's] suit is without merit.” Cetus's
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* tor, “PPG will help Mazér on sales, tech-'

kets as laundry softeners, hair condi-
tioners and antistatic agents for textile
fibers. Next year, the company plans to
introduce a line of specialty nonionic
sarfactants for industrial cleaning and
dishwashing detergent applications.

“Through last week's Mazer T purd
chase—the price of which is estimated
by James Wilbur of the Smith Barney
(New York City) investment firm st
about 350 million—PFG picks up a com-
pany with "a fairly diverse product
line,” according to a surfactant competi-
tor's marketing manzger, Mazer makes
fatty acid esters based on such polyols
s sorbitol, glycerine and polyethylane

glyeol for uge as emulsifiers in the food

industry and for eosmeties and toilet-
ries, It manufactures silicone defoamers
for paper, metalworking and some phar-
maccutical uses. The company, which is
not basic in its raw materials, also
makes anionic phosphate esters for met-
al cleaniog and defoamers for the sugar
refining industry.

Market openings. The deal gives PPG
“entrée to certain sucfactant markets .
[such as food and pharmaceuticals] in
which it has not previously been in-
volved,” says Marilyn Bradshaw, buai-
ness manager for the Colin A Houston
& Associntes (Mamaroneck, N.Y.) con-
gulting firm, Its Jordan subsidiary sup- -
plies quaternary surfactants for textile
fiber, cosmetic and biocidal uses, as
well as amphoteric surfactants for cos-
metic and toilletry applications. And,
McQueen says, PEG is zelling “develop-
mental Tevels” of its Avane! § line into
industrial and household cleaning, metal
processing and cosmetic and toiletry
marketz, The company plang to market
the bulk of Mazer's ogtput, but will use
gome internally for such PPG businesses
a5 coatings, resins and glass fiber,

. PPG will now have “more horsepower
to bring surfactant technology toMmar\-
ket potes ong . competitar, Mazer, .
“Joesn't do a ‘hzck of 3 lot of l&:;c

- research,” costends ‘another indwstry

pheerver, Notes.a-surfactants. sompets... .

nical serviee and development” .
Mazer will operate as a subsidiary

wnv. and Wil be 3 parl of PPG's. Chemicals

Group. Robert Mazer, president and
founder of Mazer Chemicals, will con-
tinue in hiz pesidon. The company--
with sales offices in Mauchester, En-
gland; Miszissauge, Ont; and Mexico
City—gunerates about 10% of its reve-
pue outside the UL 8. ‘

The Jordan and Mazer mequisitions
have made PPG an approximately §60
million/year producer of surfactants,

it hopesido gros.-BRles ~WareROUSINE-~Rod-«

about. $100 million/year in that business -

by 1980. I's moving up on the major
1. 8. surfactant manufacturers, some of
which have sales in the $100-300 mil-
lion/year range.

“Mazer has been ap attractive ac-
guisition ¢andidate and has been agp-
proached by a number of companies,”

says Houston's Bradshaw. “It's hard to
grow in the business by grass roots,”
adds Chem Listner, executive vice-presi-
dent of Findtech, a subsidiary of the
Kline & Co. (Fairfield, N.J.) consulting
firm. “That's why theze small surfac-
tant compantes sre hot.”

LANGDON EROCKINTON

Cost-price pinches distributors

“Now here, you see, it takes all the
runaing you can do to keep in the same
place.”

Lewig Carroll said it in Alice’s Ad-
ventures Through the Looking Glass,
and chemical distributors are thinking it
now, according to Peter Mulling, a fi-
nancial consultant to the National Assn.
of Chemieal Distributors (NACD). Mul-
ling gutliped two Performance Analysis
Reports at NACD's 15th annual conven-
tion in Naples, Fla., last month,

Mullins voiced the feelings of many
NACD members, who zay that they are
working harder and achieving less. Dis-
tributors of chemieal products, he says,
are buing squeezed between costs that
keep rising and prices that are declining
at about 8%/year. Mullins holds that if
the situation continues—and if disteiba-
tors don't find ways to wriggle out of
the squeeze—marginal companies face
ehort futures.

Thin ice. The deflation situation “is
like walkiog on melting ice all day
long—most of the time you fall
through,” says Bruce Houghton, execu-
tive vicepresident at Houghton Chemi-
cal (Allston, Mass). Organic liguids,
with feedstocks of oil and gas, have
taken the biggest deflationary hit,
Houghton adds. “It has affected

_the whole company—our diseounts, our

ple, have not put through 8 price i~

grease, even.when supplics, ave fight.,,
That is in marked contrast to pricing

practices in the 12 years preceding 1080
when inflation van at relatively high
rates, Houghton says.. . ... o e,

Increazed efficiency and productivity,
furthermore, are not panoceas for the
problems aszociated with defiation, Mul-
lins comments. Better technology will
not. heeessarily help to make distribu-
tors significantly more efficient. “It's
casy to say that productivity can be in-
creased through the use of computers,”
Mulling adds, “but it's hard to do.”
The besic functims of distribution—

Prieing, gverything.” he: eaye,, {Since . ceptabl
1980] most product managéxi"f for exam- "

shipping—he .+1980.-The. world market- for-

says, “will still require worker hours.”
The proliferation of litigation and its
impact op ingurance rates are ameuny
the musl soripus problems facing pro-
ducers and distributors alike, says
Houghton. Big financial judgments and
gettlements in some cases, he adds,
have pushed up insuranee costs, “which
every American eventually pays.”
Donald Shipp, executive vice-presi-
dent at Hawking Chemicals (Minneapo-

lis), says that, “Actually, the chemical

industry is no more hazardous than the
grocery industry. But people hear only
what they want to, as far as the
dangers of chemicul distribution are
contermed.”

Public oppesition set up sizable hur-
dles when Hawkins started to build &
warehouge a few years ago, Shipp says.
“We weren't even going fo package
anything,” he notez. “Bui our oppo-
nents used tears and gnashing their
teeth and everything else they could
think of " Shipp adds. “It had nothing
to de with logic.”

improving operations. To help allevi-
ate the problem of public misperception,
John Johnstone, chief operating officer
for Olin and the keynote speaker at
the convention, urged all inyolved i
the production, use and distribution of
chemicals to work to eliminate unac-

vesponsibly. For assistance in improv-

~ing operstions*and meeting regulatory - °
Tules, he suggests hat entrepreneurial .. .

distribiitors could ask “their suppliers
to make available the manufacturer's
highly qualified specialists already

. .. wuorking on regulatory matters.

Johnstone foresees  consolidation
among distributors and manufactorers
within the next few years. He also ex-
pects distributors to concentrate on
climinating what he characterizes as
“destructive practices,” such as lack of
planning and cerrying insufficient in-

- yentories. By 1990, he predicts, distribu-
tors will be moving 3% of all ¢chemical
shipmenté, compared with about 20% in
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will expand s well, be adds, with low: guceess for companies in-the chemical overmortgage ourselvés,” he says. “All
cogt producers ghowing most of the distribution 5eclor, Mulling coneludes. fhis rising corpetition will probably be
Houghton agrees, citing his own compa healthy for us it the long term.”

wkh.
Good management and marketing 0¥ as an example. "We're 2 healthy LINDA J. WILSON, with Goorge Meye™
in

St Pafershurl Fla.

practices will be the keys to continued and ongoing coneern hecause we didn't

H 5 » A C' d Major {ndustzial nations axe racin 10
Gallium arsenide: A LN orefla ot s bUIT
' supercomputer" by 1980. Az a resully
. the U5, Japan and Westarn Burcpé
Gallium arsenide (GaAs) eurrently relr exploration of what it contends is the  are edging closer W commercializing
resenis 3 relatively modest DUSInEss: world's only known aren with the potemr gallinm arsemide chip2. Syceess in
logs than $100 million worldwide last tin} to provide ¢COROTC ATHOUNLE of gal reaching that goal would change the
year, B the market now is far from lum and germanium Ores. ghape of the market for alectronic 8pe-
robust. But that ay change rapidly- A Universities aiso aré aware of the cialty chemicals.
survey b¥ market reseatch o5t promise of GaAsz. In mid-Oetober, e The 1), 5, prograin that's expected 10
& Suilivan, yeported in Electronic searchers at the University of Iingis speed P GaAs technology involves
Chemical News, forecasts that by 1995, created a major stir, saying ey invent- monolithie pnicrowave integrated oir-
g, sales of GaAs germconductors will ed the world's fastest transistor, which cuits (MMIC). A survey conducted 1ast
reach 35.2 pillion. Another analysis B€eE pses indinm with GaAs, The {ransistor, Year by the Tefense Depl- indicates
the worldwide pusiness growing o §14 fabricated and tested with the help of that the technology can work, bt that
willion/yesr by 1904 (graph, P 14). GE and Teensed exclusively through it neede & Major nationwide push 10 cut
A number of recent developments Tiniversity Patents (Westport, Conn.), # production coste. In fact, the study con
ose figures roality. The policved 0 be ageful for supersor™ cinded that it roight take B0 effort, simi-
just-released feders] budget is expected puters and deep-apace communications. Tor to that used for the very high speed
i spur Gahs development with about Growing GaAs. Amax's Meta} Prod: integrated cirenit ProETar.
%10 roillion in funding for 3 varjety of ucts Div., moreever, jate last year said The contract awarded by the Defense
research projects. The Defense Dept. at that =t the University of Colorado Dept. to GE i @ vital part of the U.8
the end of last yoar awarded 2 Zyeal, (Boulder) it iz funding & three-year pro- regearch effort. GE's work involves de-
844 willion comtract to General Flectric gram that will use altva-high-parity or veloping ah sintelligent” comnputerized
{GE) for GaAs regearch, The contract ganometa‘ﬂit: compounds produced by control system je., a oensor wystem
also is aimed at speedmg commercial Amax to grow epitaxial layers of GaAps that momitors the growth of the crys
production of high-quality erystals. and other semiconductors. {als and feeds the data iato & computer-
Exploration. Private interests are ac-  The relentiess race for ever fastef ized controller that cowld help correct
tively working o0 GaAs, too. This year computing apeeds prought GaAs to the problems. The contract 810 calls for we-
the field has proved aliuring enpugh Y0 attention of recearchers during the INE the GE confro! gystem on GaAs wa*
attract at least one new venture, G- 19305 Its promice was that the crystals  fer production lines at Spectrum Tech-
zelle Mic_mcircuits (Sunnyvale, Calif), wond pmvids the next giant legp in nology {(Holliston, Mass.)
which 15 aptering the business with Jer- compuling pawer and herome the mate- sraster than silicon, Both commercial

.

v R Crowley, former yive-chairman of malof choice for computer chips. Much antd defense markets are interested in
Oxi Semiconduclod, g5 jts chairman Yater, researchers discovered a way 1 the putentia'l gspeed offered by (iaAs,
in mid-August, GaGe Migerals ErOW tayers of erystal, by molecular which David ¢, Wang, sener grigntist
{Prova, Utali) ratsed enough MONEY— heam epitaky. and the " competition with the Hughes Alrcraft Microwave
. through 2 private ghwmant._-rtu begin promptly intensified.  Research Center, calls: 4y glectrol
d et e mane e TR R FLCHNE NPT e PR TR _mﬂmnt,‘-ﬁ.lo.mmliuw thm_‘s“‘
oon.? The defente market wants Gad

[

. - deed, m the 1.5, an estimated ©
L inde P s ; guarter of the dernand for & new ger
il Mnﬂthl'f p—ry P s e T . el “"nﬁ“':'Vﬂf “mpm“_dﬁ e
erystals will come from the ©
tegic Defense Initiative SDL or
Ware”) program. Already, SD1 is 8l
o provide sbundant funding for G
research, including mpic, Wang
fellow Hughes genior scientist
_ Chang peint out that $172 moitlior
W Sy . _ alreuﬁy'been-mmnﬁmﬂ to BD1 wo
. poninty e 48 oV Lkt fhea g .1 ) GaAsMMIC gystems tnrough 192
Rt Hij Eronpmiks,. o 3431 the two think that the Pen
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Tex.; and Port Arthor, Tex, It can pro-
duce about 400 million Ib/year of ethyl-
ene and nearly 1.7 billion lb/year of
pelyethylene. UST eurrently buys about
B0% of itz ethylene requirements.

The Enron purchase would clearly
make USI the largest T, 8. polyethylene
producer, says Robert Bauman, 88s0-
ciate director of Chem Systems (Tarry-
town, N. Y.}. He zays that the proposed
acquizition would move US! ahead of
Union Carbide and Dow Chemical,

More particularly, Bauman adds, 181
would become the largest 1] 5. produe-
er of Jow-density polyethylene (LDPE),
with about 1.7 billion lb/year, and the
gecond-largest domestie producer (be-
hind Phillips Petroleum) of high-density
polyethylene (HDPE), with about 1.1 bil-
lign Ib/year. And at Port Arthur, Tex.,
USI iz building a 220-millionlb/year
“gwing” plant to produce HDPE and lin-
ear low-density polyethylene (LLDPE}),
it'e slated to be onstream by late 1987.

Stability. ' The proposed acquisition
would help stabilize the market by re-
moving a competitor, says one industry
watcher. *I think this looks very good
for the business,” says a marketing ex-
ecutive with a rival producer. “When
you see a company willing to invest
%600 million, you know it'll have a lot at
stake and thus' behave responsibly.”
Some conflicts will need to he resolved,
he says. “You have to ask whether USI
has now got itself a problem or an op-
portunity, though, when you see that
the pooled resources give it as broad a
technology bage as anyone in the indus-
try. It's got several low-density and
high-density processes, and two rival
lineardow processes’’'—Union Carbide's
Unipol process and BP Chemical's gas-
phase process,

US1 traditionally has been bullish

about polyethylene, contends snother
industry cobserver, “and there's avery
reason to believe that it will lead the
market quite well.” He adds that “Car-
hide withdrew from the leadership in
the buginess. It has other worries and
jugt wants to gell Licenses. Dow has a
thinper line of products than USE None
of the polymer producers owned by oil
companies dares to come out as the
market leader becsvse they're worried
about antitrust”

‘Okay.” Enron's LDPE range is vated
“okay" by one rival, hut he says that
there may be some gaps in it KDPE
line; it repertedly doesnt have film-
grade or very high molecular weight
blow-molding material. Another zource
describes the former Chemplex opers-
tion in Towa as being “the best specialty
polyethylene producer avound.”

“You might ask whether the ethylese
crackers are in good shape, but either
way, [Enron is] the only producer in
that Northerntier markel,” says an ex-
ecutive of a rival olefins producer. “IH's
not shoulder-to-shoulder with others on
the [Houstan] Ship Channel.”

As for his company’s wine and liquor
operations, NDCC's Allen says that they
“are not a business we ¢an see our
selves growing or expanding in.” E.F.
Hutton's John Henry, a leading chemi-
cal industry analyst, estimates that
NDCC could get $400-500 wmillion for
those businesses. NDCC, he says, “is
putting its eges in & hasket it thinks it
can handle and that it knows best and
that has better growth potential down
the road.” In 1985, the USI petrochetni-
cal operations had a net income of $46
million on eales of $730 million. One
analyst predicts that those figures will
rise this year to $60 million and 5800
millicu, respectively, The parent com-

pany hus slso been gaining assets in
the propane-marketing business, having
spent $7T00 million sinee 1983 {o acquire
three such companies—Suburban Pro-
pane, Pargas and Texgas.

NDCC has no plans to sell off any
Enron Chemieal asgets if the dea] poes
through, says Allen. He notes that the
purchaze would give US! a stake in the
polypropylene business and remarks
that “polypropylene iz something we'd
been wishing to get into.” US! also
wonld get such products as biaxially
oriented polypropylene film, color con-
centrates, and additives for plastic filtns
and molded paris. Enron Chemical also
produces Plexar resins, used ng adhe-
sives for multilayer packaging. Bauman
says Enron Chemical has a high per-
centage of valneadded produets, such
a5 copolymer resins. And Eval Co. of
America, Enron’s joint venture with Ja-
pan's Kuraray, will soon start up its
22-million-b/year ethylene-vinyl alcoho!
resin plant at Pasadena, Tex.

USI also makes color concentrates, as
well 15 ethylene-vinyl acetate copolymer
resing for film and injection-molding
appplications and for adhesives. It iz a
major producer of ethyl alecohol, vinyl
acetate monomer and acetic aeid.

In the Enron deal USI would also
pick up capacity for ethylene oxide (EQ)
and ethylene glyeol (EG). In late Au-
guet, Enron agreed to sell its Peak anti-
freeze unit to Old World Trading {Des
Plaings, T}, and signed a five-year con-
tract to supply EG to the Z1-million-gal/
year aptifreeze unit Old World is buy-
ing at Mapleton, Tl (CW, Aug 27,
p. 2. NDCC's Emery Chemieals divie
sion, Allen notes, “purchases a fair vol-
ume of EO—up to 50 million 1o/year.,"D

LANGDON BROQUKINTON aud
PETER SAVAGE 1w Houslon

Univar makes a move for No. 1

In & move that would catapult it into
the top slot among UL 8. ndustrial
chemical distributors (ehart, p. 1), Uni-
var (Seattie) has agreed to buy McKes-
son Chemncal, the chemical distribotion
arm of McKesson Corp. (San Francisea),
for $76 million. Pakhoed Holding (Rot-
terdam, the Netherlands}—a multina-
tional operator of oil and chemical ter-
minals—will help finance the purchase
in exchange for a 85% stake in Univar,

With the No. Z2ranked MeKesson
unit under its belt, Univar—whoze Van
Waters & Rogers (San Mateo, Calif.)

arm ranks fourth among U. 8. chemieal

distributors—would have an estimated
9.7% market share in independent chem-
ieal distribution in the U, 5. Says Univar
President James W. Rernard: "By com-
bining the facilities and the talent avail-
able in the two prganizations, we expect
to improve our outstanding service ea-
pability for customers and supplievs,
and also maintgin high standards in the
arens of environmental management
and product safety.”

Stock sxchange. Under the terms of
the agreement, which iz snbject to Fed-
eral Trade Commission review for anti-
trust questions, Pakhoed will eontribute

BR0O01065
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$26 million to form = subsidiary that
will zequire McKesson Chemical, Then
Pakhoed will exchange that subsidiary's
atock for 3,068,00 shares, or 35%, of Un-
ivar's outstanding eommon gtoak.

For Pakhoed, the move is a way to
diversify its sources of income in the
U.S. in areas related to ite primary
business, gays Hubert Goemans, Pak-
hoed's corporate secretary. “We are
siming to broaden our international
bhase,” says Goemans, “and we are in-
terested in acquiring more of Univar.”

The transacton is also consistent
with efforts by Univar to concenirate
on chemicals and McKesson's plan to
become a highly focused distributor of
health-care and retail produsts. Mclez-
gon says that after closing the Univar
deal, it plans to sell the two remaining
compunents of its Chemicals Group:
McKeszon Envirosystems, a golvent re-
eycler; and McKesson Environmental
Services, 8 technical laboratory and con-
sulting firm specializing in environmen:
tal audits. .

Univar's move fits into a bigger trend
of consolidation among the 1,000 or 80
independent. U. &, chemical digtributors,
says Frank Mitsch, a senior consultant
with consultants Charles H. Kline & Co.
(Fairfield, N.J), who follows chemical
distriuition. For example, just this year
Ashland Chemical (Columbus, Chia),
currently ranked No, 1 among indepen-
dent U8, chemical distributors, picked
up distributor Commonwealth Chemical
and dry chemicals - distribulor Evon-
Colby. Rod Parsons, vice-president and
general manager of Ashland Chemical's
Tndustria) Chemicals and Solvents Div.,
attributes that trend to “a natural pro-
cege” of maturing and rationalization in
the business.

Tactics. U.S. chemical distributors’
aggregate sales, which reached $9.8 bil-
Yion in 1985, are expected to reach 3126
billion by 1990, reflecting a $.2%/year
growth rate, according 10 2 recent Kline
study (CW, Sept. 5, p. 5). But it is the
bigger companies that will be positioned
to tap that growth. Kline's Mitsch sees
the mergers as the distributors’ tactic
to cope with the increasing cosis of
complying with stricter right-to-kmow
laws, environmental controls and liabil-
ity insurance coverage.

One main sttraction for Univar may
be McKesson's strength in dealing with
the environmental and regulatory pres-
cures on the bottorn Iine, "“We want to
look carefully at how McKesson runs
its environmental control and product
gafety programs, which have worked
extremely well for them; they are high-
ly centralized, unlike Univar's busi

W Fhosieal Waskninber 1. 1986

ness,” says N. Stewart
Rogers, Univar's chief
financial officer.
MeKesson has attribut-
ed part of that success
lo ile three-year-old
centralized, computer
ized, on-line order entry
system, which it says
has been a boost to its
operating effieiency.
Extension. Another
attraction to McKesson,
says Rogers, iz that it
would extend Van Wa-
ters & Rogers' geo
graphic reach. Univar
has a strong position in
the Pacific Northwest,
where it started its dis-
tribution business in
the early 1920s. But
with the pequisition of
MeKesson, Univar “will
be dominant in the
West,” which, a3 a
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~ plan would create the largest -~
U.S. chemical distributor*, "
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whole, accounts  for

shout $1.5 billion, says Mitsch, Also,
“the product line and customer lists of
the two companies are very gimitar,”
Rogers saye.

Given the similarities of the two busi-
neszes, Univar hopes to boost the con-
solidated distributors’ efficiency by
trimming excess inventories and prod-
uet putlets, For seme chemical prod-
ucts, & bigger distributor may be a bet-
ter one. Scott J. Drysdale, a financial
analyst in the Seattle office of Rirr, Wil

zon (San Franciseo). points out, "Larger'

digtributors have the resources (o meat
specific needs, such as repackaging and
stockpiling products at convenient loci-
tions across the country.” '
Rogers says that with more capital to

work with as a bigger distributor, Uni-
var should ultimately be able to im-
prove the level of service it offers
its customers. On the down side, he
says, the move “financially leverages us
more than we'd like to be in the long
term, but we should get over that
promptly.”

At Univar headguarters, the motd 15
decidedly upbeat, with hopes that the
company may soor be & more formida-
ble contender in the ehemical distribu-
tion business. With McKesson, says
Rogers, “We plan to combine the best
of both worlds, both systemwise and
peoplewise, to add up to & very strong
chernical distribution company.”

SUSAN R JONES, with Net Slig 7n The Hogue
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Chemical Earnings’ String of Rises
Continues in First Quarter

Profits of 30 largest U.S.
chemical firms increased 2
composite 34%, but income of
oil producers fell despite
higher chemicals earnings

Willlam J. Storék, CEEN New York

The string of earnings increases for
the chetnical industry continued in
the first quarter of 1987. According
to composite results for the 30 larg-
est U.S, chemical companies, prof-
its roge about 34% over the same
period in 1986. Earnings 2lso in-
creased at most diversified com-
panies that are producers of chem-
icals, ‘

However, oil companies that pro-
duce chemicals were not so fortu-
nate, as total earnings fell because
of the weak oil economy. Nonethe-
less, their earnings from chemical
operations improved over the year-
earlier level. ' ‘

Chemical companies are still
reaping the benefits of the stream-

past several years. These include the
modernization of plants, realign-
ment of corporate operations such
as disposal of minimally profitable
businesses, and, probably most
important, the reduction of employ-
ment rolls and associated employ-
ment costs. This streamlining has

. lowered breakeven points at chem-

lmmg of their operahons over the ~

ical companies and has provided
them, in many cases, with earnings
leverage sufficient to boost profits
out of proportion to even a slight
improvement in operations. :

Fortunately the companies are get-
ting slightly higher operating rates
as demand increases with the im-
proving economy. Only two major
markets for chemicals—fertilizers
and oil field chemicals—continue
to slide, There are indications of
some improvement even in these
two sectors, as the farm economy
begins to show signs of strengthen-

“ing and as the price of il increases

enough to justify some domestic eil
field activity.

Consequently, output of chemi-
cals and allied products in the first
quarter of 1987 memved almost 5%

ing to seasonally adjusted govern-
ment data.

Although official labor depart-
ment statistics show prices still be-
Jow year-earlier levels, they are
strengthening on a quarter-to-quar-
ter basis. And, according to chemi-
cal company executives, they are
strengthening for certain products.
Pricing problems in a period of fall-
ing oil and gas prices is an old story
for the chemical industry, as chem-
ical customers demand passthrough
of any cost break that the producers
receive on raw materials. Now that
the price of oil has increased, price
increases seem to be easier to push
through. ‘

Also aiding demand in the first
quarter was a steadily improving
foreign trade picture. Export demand
for U.5. chemicals has been grow-
ing while iinports into the U.5. have
been declining. However, this trend
is not as strong as the chemical in-
dustry would like. And it is some-
what skewed by large imports of
finished goods containing chemi-
cals that are not reflected in the
chemical trade figures.

“over the yedr-eailictlevel, dccord~ Az ¥ result of the indreased dew

Chemlc:al industry Ieadershrﬂraﬂm!quarler ST AT R |
TR e bl e ) S Rk e 5 N“*-thm wawmﬂh‘tmm-ﬂmﬂa4 -
. Salun . Exminga" . Hﬂlhﬂlﬂf . .
Rank © Mk ' Wank ’ Eorvingt &8 Rk
1007 $ Milome 1984 § Milona 1988 ‘ % of aaten 1008
1 Daw cmmlcal _ %3015.0 1 Dow Chemical %2460 1 arnational Flavors 15.4% 1 .
"V Monspaie © 7T T HBEE.GT T 2] MonRARG T ST T TR S T TRl e i SR et e v
3 Union Carbide eao 3 Union Carblde 660 T Bolz Laboralories 10 . 2
4 American Cyanamid 10141 4 Amerjcan Cyanamid 851 3 Rohm & Haas 10.8 8
5 W, R, Grate 9266 5 Rohm & Haas 7.4 -1 Loctite 8.7 7
& Horcules 6643 7 Hercules azy 4 Natce Chemical 8.6 4
7 HNalienal Digtlllgrs 656.7 10 Ethyl 46.4 8 Dow Chemical 8.2 1
8 Rohm & Haas 5331 B Al Products 411 5 Lubrizol 8.1 11
9 Air Products s27.1 9 Nationsl Distillars w9 12 Alr Products 7.8 4
10 B. F. Goodrich 4856 & International Flavors 276 10 Visla Chemical 7.4 13
ot For 30 ﬂunim1mpanhulhhdmmw22  Afier tanas. ‘ Monsanto 74 10
e W Th o Pk T L e e e et e mlh i et e e B e v e g
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/ Chemical industry 1987 first-quarter results

™

Sales Earnings
% change from year-gariier quarter % change from yaar-eatlier quaner
" 0
® Sales climbed 7% 6 30
¢ Earnings jumped 34% 20
® Profit margins increased * 10
& Production rose 4.7% 2 0
‘f/-. . N
1 # Prices fell slight
\ S o
S
=20
-2
=30
-4 . ~4D
1885 1986 1687 1985 180
Profit margins Praduction Prices
After-tax earnings as % of zalas % change from year-earlier quarter % change from year-aatier guarter

1087 I

7 ‘ 8 [

1985 1986 THR7 1905 1986 1887 1885 1906

Sales in 1987 will climb about 10% and earnings will increase 25%,
boosting profit margins to 5 ‘?%

T L R T A L T
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Annual $ales “Annual earfitngs " Anfiual profit marging”
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Business

Eamings, profit margins increased substantially in first quarter
FIRET-OUARTER 1987 12-MONTH RUNNING DATA
Eoles Eoshings® _Change from 1088 Prokil margin® Changs fram 1985 Profh margin®
(% mitions) Ealod Earnings 1447 a0 Salax #Earningd BT 1988
Alr Products® % 5&v1 & 411 8% 5% 7.8% 7.80% 7% -2% 71.1% 7.8%
_ American Cyanan‘uﬂ‘ 1.014.1 65.1 10 33 6.4 53 10 46 56 4.2
. Aristech 208.7 ‘138 7 Bd 8.5 a8 na na na na
Beiz Laboratories BB.6 8.7 [ 2 1.0 11.3 1 -3 10.2 11.8
Cabots a2 ' 1|4 -2 a 5.9 BS -1 ~8 5.1 4.8
Chemed 1.2 4.3 1 - I 4.7 4.2 5 -3 4.5 48
Crompton & Knowles 658 2.4 4 1" 4.2 40 -2 8 ae 1.5
Bow Chamical®? 3,015.0 24E.0 10 a1 a2z 6.4 -1 560 T.0 1.1
Elhyi® 383.0 46.4 a 32 11.8 91 3 31 11.6 8.1
First Mississippt 71.3 23 g 3 33 3.4 -8 —60 1.7 3.8
Freepod-McMDHan 218.8 7.7 ar =16 3.5 57 0 -27 -T.8 10.7
H. B. Fuller 137.4 3.6 15 3 27 2.3 V7 a8 3.8 3.1
8. F. Gopdrich® 4R5.6 38 =33 del 0.8 def ~27 -318 .7 —0.6
W._FR._Qrace™ 928.8 1.7 10 75 1A 0.8 —-43 -B2 0.5 1.7
Hercutes® 664.3 477 3 5 7.2 7.0 2 45 7.9 5.5
International Fiavers 179.0 o 21 25 15.4 14.5 23 23 14.0 14.0
international Minerals® 4560 - 8.6 23 583 4.1 0.5 23 -223 -9 0.9
Loctite B89.7 BT 4] 87 7.2 25 a7 9.3 8.1
Lubrizol 272.6 221 —1 26 81 6.4 —-18 -1 7.7 B3
Manganto” 1.866.0 138.0 17 T4 6.8 2 50 418 a1
Naleo Chamical 1916 16.5 7 18 a8 7.8 8 —13 B.1 10.0
National Distilbars® 656.7 28.9 a9 64 4.4 3.7 —3 358 a5 2.5
oin® 4677 2.5 4 —20 4.6 a0 ] -3 a0 3.1
Pennwalt 276.5 124 4 -11 4.5 52 1 194 45 1.7
Petrolile 63,8 40 =18 31 8.3 Ty -13 -26 5.8 55
Reichhold Chemicals 183.8 25 =iz a6 1.4 0.6 -13 —209 1.2 -1.0
Rohm & Kaas® 5331 574 -1 50 10.8 71 1 34 9.1 6.8
Umion Carbide® 1.681.0 86.0 ] T4 3.9 2.4 —-=15 -13 25 2.4
Yista Chemical 151.8 1.2 1 25 T4 6.0 na na na na
Witce* 2339 133 -3 —& 4.0 a1 = 8 4.8 42
Total 15 larger companies  $13,347.3  $824.7 7% % 6.2% 48% —8% 18% 4.3% 3.3%
Smaller 15 companies % 2,280.8 51486 7% 19% 65% 5.5% 1% 9% 8.4% §.0%
GRAND TOTAL? $15,628.1 58733 ™ 3% 8.2% 5.0% *l% 16% 4.6% AT%
= Earrings from i g i or RerrpCuring s exirastdnary tems. hhmuuunpuwﬂnnmmu cﬂmonm 15 largeet companies. & Averages
:rn;i-ﬂ:ﬂm lmnlngdl!ldnnﬂ'l Inhhude Dok, Whars Higires inchude o ragr ROMARCUrTIng i, and Arisloch and Vists or which figures Bre Aot BvaHADM. del = daficit, nm = ot
*"-W‘-i'*,‘_fﬁﬁw““--ﬁ L T R O T T S L e SRV RR T AT U SRS
} J -mand andslightly l-ugher angs.for ‘earnings for the 30 companies - this group soared almost 76% on a
eyt climbed 51% in the first quarter siles ificrease of 7% from the fourth

e b o

€ mductn: earnlnﬁ
an§ proflgagmﬁé 08 It

‘guarter for ‘major chemical compa. -

FrOR S IR WU I Rl 1986 metisrier-of 1986 Profit margins for-e

Sales were up 3.3% -on a-quarterly.

_nies. For the 30 major:chemical -basis. The First-quarter profit mar-
companies surveyed by C&EN, com-  gin of 6.2% was a vast improvement
uarter from 4.2% in the fourth quarter of

on a sales boost of just 7% from
the first quarter of 1986 to $15.6
hillion.

Profitability as a result moved up
considerably. Profit margins (earn-
ings as a percentage of sales) for
the 30 companies averaged 6.2% in

~ the first quarter, up from 5. 0% in
,,,‘w,_w,theyear-earherpenod,w i aemoszan
On a quarter—to-quarter bas;s

'

27 May 11, 1987 CAEN

- ogite .earnings for the
amounted to "’33‘73 OTTSH uﬂ"?-l‘%"""]%u,

T e ! o e

As in the past few quarters, the
larger, more diversified companies
surveyed outperformed the smaller
companies in terms of growth. The
smaller firms, however, continued
to win out in profitability. For the

15 larger firms surveyed by C&EN,

earnings climbed an average of 37%
to total $825 million on a sales rise
of 7% to $13.3 'l;ulimn Earnings’ for

first-quarter 1987 for the 15 firms

-averaged 6.2%, compared with 4.6% .

in the first quarter of 1986 and just
3.7% in the fourth quarter of that
T Rt L
For the 15 smaller companies, '
first-quarter earnings increased a
composite 19% from first-quarter
1986 to %149 million, again on a 7%
sales rise to $2.28 billion, Compared
with last year’s fourth-quarter, sales
were down about 12% and earnings
fell 14%. Profit margins at the small-
er companies averaged 6.5% in the -

“first ‘quarter of this year compared *

BR0O01069
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~ Top 50 Chemicals Productlon
Steadied i m 1986

Output slipped slightly as
organic chemicals rebounded
to increase 9.2%; inorganic
chemicals, however, continued
their poor showing

Marc 5. Relxch, CAEN New Yo_ﬂ-c

An improved housing market and a
good year for auto production
helped stabilize total U.5. chemi-
cals cutput in 1986. Production was
down a marginal 0.6% in 1986 com-
pared with last year as indicated by
C&EN's Top 50 chemicals group,
This marked an improvement over

1985 when total 11.5. production
dropped 2% compared with the pre-
vious year.

The partial recovery due to im-
provements in housing and auto
markets was dampened by the con-
tinuing shump in the 1J.5. farm econ-
omy. Also having a negative im-
pact were imports of chemicals,
‘which remained at historic high lev-
els throughout 1986. However, US.
exports of chemiecals increased in
1986 with some help from a decline
in the value of the U.5, dollar, which
made chemicals cheaper for some
foreign buyers,

Rebounding from 1985's poor

showing, the organic chemicals com-
ponent of the Top 50 showed the

About the Top 50 list of chemical products

Government data, trade association fig-
vres, and industry estimates all go into
praparing CAEN's annual list of the
" Top 50 chemical products, ranked by
_production volume. The fodaral gov-
arnmant -3 roiiod upun most heavily,

- availablu mhnr mms. primnrliynde
o) -BEsOCiations, ane used.

3718 Gkt (VR

* ., tha information’ that individuat compa-
nies ropwrt. But they are an objective

1..,,...\ W-a.m;.m

RradlionAxlanding
meny years, Thevefore, relatively ac-

curate Indications of growth can te

‘made on A congisiant basis.- - - -

At this time of year, CAEN has ac-

cess only 10 praliminary reports of
production for 1986, When the gov-

; ammen and trade associations iasue

their final reports, the outcome can be
changed, sometimas dramatically. As

L ircustry:seurces.. - bie . published . by CEEN .8 year .ago ;.

;m caeumim mwud mnlr-v G&EN?\pdlh'l.

oﬂlynagnodu”"

lier ymars that appear In the table on
page 21 are different In soma cases
from those published In last year's

.. Top 5Q repcet. The final reports also__”

can atfect the rankings of chomicals,
The 1985 rankings nf a3 momlnula

dmareni’!rmn ﬂwse In ﬂmslmllarta-' .

for-the Hst Include al baslc, frtermedt- -
_ats, ang chaml:ally homogenem.n fin-

cl'mmlcal bulldlng blcmks llka ethylam
and propylene to downstream progd-
ucts iike vinyl acetate' and ethylans .
plycol.

The roster also includes basic inor-
ganic chemicals, but does not Include
‘what CAEN considers 1o bs minerals; -

“much as salt; gypsam, and suttur. Lime '
Is Included becawse W5 procéssed

ﬂnﬂpmﬂ).—wmmﬂh- :l‘lm-romwmmm _m '

greatest improvement. Production
of those substances increased 9.2%
compared with 1985, That was a de-
cided improvement over 1985’ pro-
duction decrease of 1.9% compared
with the previous year.

However, like the year before,
1986 was a poor one for inorganic
chemicals nearly across the board.
Cutput of the major fertilizer chem-
icals, including phosphoric acid,
urea, and potash, continued to de-
cline substantially, Other big-vol-
ume inorganics, such as nitric acid
and ammonium npitrate, alzo showed
large dacreases. As a result, inor-
ganic chemicals production declined
5.1% in 1986 compared with the pre-
vious year, Over the past five years,

applications. Refractory (dead-bumed)
dolomite is excluded In the caltuiation
of lime production.

In the organics list, such potrochem-
fcal feedstocks as ethane, butane, and
propane are oxclmd arbiirarily be-

ucts of oll nompanlo mh%ﬁﬂ Y -
0 1. ey have many nonchemical yses. | i .2 .,

ol Admittecly, this mnims lhn list qu i
. pure nrmrnically

in a variety of units—miflions of -

-pounds, thousands af tons, -billions of . |

cubic feet, millons of gallons, metric
tons. To provide an accurate ranking

.and 10 make comparison of produc-

tion wlm easier; GEEN not. only- -
gives production in common units-but
converts production o biflions of

T mull.ihn prndnﬂmm lww-owmdm mr uhamhnl and, MMHLMMMWMAW.WMM&M .

L R FIERY LI
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Tnp 50 chemicals prnductlon declined less than 1% last year
Rank BUlons oFf B Common uniis® Avarage pnnus| growth
1948 1888 1985 TURE 1088 1688 188588 1084-08 16d1-08 TRTE-RS
1 1 Sulturlc acid 73.64 7880 368224 B9.851n -7.1% =51%  —2.0% 0.5%
2 2 Nitrogen 48,62 474G 671 bel 655 bef 2.4 0.8 6.5 a.a
2 4 Oxygen 33.03 az.53 399 bef 393 bet 1.5 2.1 —-1.5 04
4 ] Ethylena az.a1 29.85 32EB11mp 20,847 mp 8.5 —4.9 2.2 30
5 5 Limes T 30,34 3160° 151724 158001 - - -=4.0 w2 w8, =2A. .
] 3 Ammonia 28.01 3404 140051 1773191 -18.1 3.8 =€.0 -1.8
7 7 Sodlom hydroxide 22.01 2178 11,0076 10,8921 1.0 —0.2 1.4 0.5
8 ] Chlorina 20,98 2079 10,4891 10,395 ¢t 0.9 -2.8 ={.6 0.1
8 5  Phosphoric acld 18.41 2104 9206n 10518t —12.5 —7.5 —18 1.5
A0 11 Propylens 17.34 1480 17.343mp MBETMp 165 -3 5.2 56
i) 10 Sodium carbonaie? 17.20 17.18 B,B00 1t 858741 0.0 1.0 0.8 5.1
12 15  Ethylene dichioride 14.53 1210 14528mp 12,101mp 201 13,0 7.8 8.1
13 1Z . Nitrc ackd 1342 1473 eb562t 736841 —10.8 =47 -6.3 -1.7
14 14 Uraa® 12.06 13.36 6.029 1t 66781 -a.7 -10.2 —~&.b 4.4
15 13 Ammonium nitrate’ .1 13.55 5556t 67761 —18.0 5.2 —8.8 —25
16 17 caemene- Ao/l w023 sa  romemg 1275mg  as ~33 12 D3
- 17 20 Ethylbenzéne 8.a2 7.39 8915mp  7.3B6 mp 20.7 . =23 27 4.4 '
18 18 - Carbon dioxide? 8.50 9.25 42521 £623 1 —8.0 1.3 2.2 8.0 i
1% 16 Viny) chioride B42 - 946 B415mp  H463mp =114 555 41 4.0 ;
20 18 Styrens 7.84 7.62  7.838mp  T.EZ2mp 2.8 =11 3.2 2.2 j
21 21 Tersphthalic acid® 768 €43  TEB4mp €480mp 184 2.8 4.3 0.8 ;
22 27 Melhenot 7.33 500 7.327mp  5003mp 465 -38.0 -3.1 16 ]
23 a2 Hydrochloric ackd 587 5.61 29834 28070 63 27 3.0 i6
24 24  Ethylene oxide 5.94 543 5043mp S5A430mp 9.4 -47 2.9 3.6 :
25 22 Formalgehyde! 5.89 561 5885mp  5.606 mp 5.0 ~3.6 0.6 0.8 !
26 26  Toluene! 5.82 5.07 BO2 myg 699 myg 14.7 —4.0 -1.2 -2.2 “
27 25 Xylans 555 5,31 771 mg TIBMR. 4.5 —13.6 —2.8 0.7 '
2B 30 Etnylene glycol 4.78 418  ATS9mp 4,37Bmp 139 -13.4 28" 3.6 !
20 28 pylene 467 478  4669mp 4779mp  —2.3 12.1 0.6 48 :
30 28 Ammaonium auNate a7 4,19 208611 2,083 -0.3 1.3 —0.9 0.4 ;
3 " Cumens .70 3,35 3695 mp 3345 mp 10.§ —10.8 22 3.1 1
32 3z Acelic ackd 2.83 280 2831mp 2837 mp 1.2 10.6 =8 1.8 ]
a3 a4 Phenol* 292 2.78 2929mp 2777 mp 5.2 -3.0 2.5 3.3 i
34 a8 Butadiens’ 2.59 2,34 2593mp  2.340mp 10.8 —4 6 —R.B —3.0 i
34 35  Carbon black 259 257 25B5mp  25Timp 05 =11 S =11 —-18 !
36 33 Polash™ 2.58 2.84 1,168 trmt 1,288 tmit —-§.2 —-17.6 =-11.5 —a8.0 i
L b 1 """“""38 = Rl Sl e 3RS “2.54¢ 1,258 1t u.-"";’ 1,268 # :’\A,-‘i-.'--?Tﬂ-a--:wr\w:¢'$1m:.ﬁhmm¢; -:u._'\‘_‘lq.‘.l-'-. PR :‘_.Q.‘.E-m-.w:-\-;,.-'--.:-',m-«.u-..
3a k1 Propylene oxkie 2.48 2.40 2480mp 2400 mp 33 7 348 61 31
39 3B AcryloRre 2.81 235  23Ump 2346mp’ —14 57 .30 43
40 &0 Vlnyl Acetate 226 - AN 2248mp - 2112mp BE - ok e B d X
LY - I Pt - T WE T [T n
41 A1 ethyl ferkbulyl et 584 8 AT BT W‘f‘!“""’m
42 ° 44 Cyclohaxsne 207 - 186 - 2071mp . 1657mp 250 . ~-168 .- 28 .. =06
v 43 42 - Acslons . 1.94 1.78 1938 mp 1,788 mp g3 - —40 —2 0 [ X S
4 43 Tianlum dioxide 1.83 1.72 817 1t g60w 66 a0 L T X I
o e A5,y A8, SOGumallicate | o FET 14 TRERM T2 80 -39 04 = 08
R i e e e
! 46 46 Catclum chioride® 1.58 1.88 T8 240 10 ~37.0 =10.4 -3.2 -4.2
) 47 45  Sodium sullate? 1,55 1.65 7751 B27 tt -6.3 =52 —t.9 —4.5
48 47 Adlpic acid 1.52 1.45 1,522 mp 1,453 mp 4.7 4.5 2.0 0.0
49 50  Hopropyl slcohol 1.28 124 1.275mp  1,235mp 3.2 —11.4 —5.2 —4.1 :
50 49  Sodiumidpolyphosphate  1.27 125 834 1t 625 1t 1.4 ~-7.4 ~1.8 =13 i
TOTAL ORGANICS 18600 17218 2.2% =-1.9% 1.8% . 2.9% [
TOTAL INODRGAMICE 350.60 38958 =51% —-2.0% =-1.5% . 0.0% '
GRAND TOTAL 538,80 541.T2 -08% - —-20% =0.5% 1.5%
2 Kovised, b i = thousandts of tons, bl = biliores of cultle faet, wg = MBS of Fourds, mg = millions ot gations, imt = thowwends, of matric tong. s Excapt rafractory dolomite, d Natral and
- * ‘wynthatic. 8 100 basts; ¥ Originet coluthn. y Liguid snd solid onty. nmmmmmummm?m?%mmjumdn tﬁyﬂhiﬁ:m’rlﬁmbﬂpm m
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T ikabirlal comotites T B1Z1 9258 3358 3155

progucts W
Rubbor and plastica producty  246.0 2459 2468 2434 2416 2320 217.4 1943 1748 1578 1582 o 4
‘ .fm“:m“n"n '.‘;:I -«-.-.;:i.u,::.-,‘.-u..."..-im A;mmm% e '=‘='*"W?“”"'?"‘"""""*'““'"'L‘“‘*""W‘““%wd:‘
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2 Finances of the US. Chemical Industry | - B
M

Prices of chemical stocks surge higher in recent bull market
Stoek price indox, 19564 = 100"
800

S0 I T e e e — , II'_
300 H ;
I IR |
¢ . [ . +
200 |—0 rLl‘n ..I-'i-'l'rl'rrr" il Ll'l'l.l-r
."rl_,.l'll-rl.-_ll-l..l l."_l_l-l '_,_‘_HIgh
‘ ‘ ‘ . : Cloae
100 : ‘ . Low
W76 w1878 1979 1980 1881 1902 . w3 1opa 1988 1986 a7t

= CREN waightud siock price index of Ametican Cyanamid, Dow Chwical, W, B, Grac, Hereulas, Mnnuntu Rohm & Han‘ and Union Carbide; vmgm:d accoiding 19 number of
shares punstanding lor aach ympany. b Firat guarter,

"

SHIPMENTS: Like Industry as a whnle chemicals showed no growm in 1986

Avrmnl
$ Ditlanx Rl o 185 o4 1933 ez e me wmrs s wrr THTR  1905-34 1978-08

All manutacturing $2347.6 $2341,2 $2274.0 $2047.4 £1910.1 $1984.6 $1851.0 51727.2 $1523.4 $13558.4 $1185.6 o% T%
indusgiries

Chemicalt and allied 2140 2143 2118 wozp 728 1751 1618 147.7 125.6 1182 1041 0

T
praducts . . .
Industrial chemicalst 70.4 16 887 594 S5B  G07 564 523 448 415 54 -z T
Drugs, soap, and 618 56.1 53.9 50.4 48.6 44,1 419 38.7 34.7 30.6 218 10 8
toiletrias
Pelroleim and coal 1430 1940 2006 1916 2064 2203 1987 1484 1038 87.5 823 —26 B
producis )

Rubber and plastic 47.7 482 521 50.3 50.2 46.5 473 46.8 43.2 39.8 ate -1 4
products, nec ’ B .
Paper and alljed 108.4 7.6 958 851 3.0 8.5 728 65.2 $7.0 521 48,2 12 ]
products . .

& Prafiminary, b sxchaing pigmands, g = it slaswinre classifisd. Sowrca: Dapartmant of Commeres

PRICES : Drugs and paint buck an overali decline for chamlcal PPOBUCES .. oo v comnimcamt i, 50 i il

Annusl svar, Ammual chumge

'-"""'_‘_——\_p-_h_'d - ke
Prodoger pric inddexes, 1T = 100 a0 s 1w 3 L | 1851 HED wh e i T8 NAR-A8  1BTE-M .
5%

Acommodiies "' 7088 S067 3103 303.1 5993 2034 2608 2368 2093 1942 1830 -3%

3123 3041 2748 2365 200.4 <1951 1824 -

Chamicals and silisd prodiucts 2657 3032 3008 2020 292.4 2876 2603 2323 1988 1928 1822 —i
Industrial chomicals 9225 3383 13 M29 3530 3899 9240 2640 2268 2280 2195 . -8
Frepared paim : 2812 2768 2725 2647 2620 2408 2353 2044 1923 1824 1744 2
FAULMRINNS, .. . o 31803337, .320.7..305.6 . 3046 . 900.1 2759241 2. 21272069 ~1BDM -2
Drugs ond pharmaceuticals 2728 2583 2400 2262 210.1 1995 1745 1604 1489 1408 140 B
Fats and vils, ineditle 2151 2053 3714 2837 2671 2068 2080 I76.7 3158 279.0 249.0 —27

Agricultural chemicals and ¥75.5 2813 2848 280.7 2627 2850 2571 2144 1084 187.8 188.4 -2.
chemical products .

Plastic. feging and materlata 2959 3047 3086 2802 2B30 2000 2700 2350 1898 1957 194.li! -3
Omerchumicalsmunﬂied 2859 2842 277.6 2737 2698 DPR4D 2245 1918 181.8. 1757 170.7 1

e -h.-l'-ll'..lﬂ'l-h.“ o
i
t
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Product Report

Shipments may decline, but value
may surpass $10 billion this year

Civic center with stee] panels coated with Glidden’s fluorocarbon paint

Last year was a bahter year for paint
production. U.S. manufacturers
shipped a record 967 million gal of
paint and coatings worth $9.68 bil-
lion, according to the Department
of Commerce. The 3% growth in
shipments in 1986 and the 54%
growth in the value of those ship-
ments in 1986 is no small accom-

plishment given the large size of
the paint and coatings market,
There is more than a little life
left in a business that has been char-
acterized as mature, highly cyclical,
and largely dependent on volume
markets. Because of a continiting
ebullient economy, 1986 shipments
increased in every category served

FPanels coated with differenf paints that have been exposed for 16 years jn

_ subtropical Florida at a 45° angle facing south. Top 2inches or so of the
panels were coversd by the rack and repregent the original colors of the
Panels. Blue panels on each ¢md, coated with Glidden fluorocarbon pain b, .
show how such coatings resist color change when expnsed to hot sun

52 Beptembar 21, 1WGI|EN

by paint and coatings manufactur-
ers: architectural coatings, product
coatings sold to original equipment
manufacturers (OEM), and spectal-
purpose coatings.

Preliminary government figures
show, however, that the pace of U.S,
production slowed in the first -half
of 1987, Real gross national product
declined from an anrual growth rate
of 4 4% for the first quarter to 2.5%
in the second quarter. The slow-
down has already affected 1987 paint
and coatings shipments. Unless the
economy along with the paint in-
dustry experiences an unusually
strong second half, the ‘industry will
not only be hard pressed to match
last year's shipment figures, but also
will be unlikely to surpass the bil-
lion-gallon shipment mark.

For the first six months of this

year, shipments declined 2.7% to 509

million ygal compared with the first
six months of 1986. Shipments of
architectural coatings, at 257 mil-
lion gal for the first six months of
1987, remained virtually unchanged
from the same period in 19864,
whereas those of product coatings
increased a slim 2.4% to 179 million
gal. And shipments of special-
purpose coatings slid 20% to 72 mil-
lion gal.

However, the value of paint ship-

. ments in the first six months in-

creased 6.8% to $5.3 billion, com-
pared with the like period in 1986.
And at this rate of increase, they
may finally crack the elusive §$10
billion mark. The value of architec-
tural coatings rose 4.4% to $2.2 bil-
lion, and product coatings increased

“in value an impressive 13% to $2.0

billion. Special-purpose coatings -

~ grew a marginal 1.1% to $1.0 bil-

lion.

This year will not be se good a
vear as 1986 for the paint industry,
forecasts Business Trend Analysts
(BTA), Commack, N.Y., a market re-
search firm. However, it does pre-
dict an increase in the value of ship-
ments. In a study of the paint and
coatings indusiry it intends to pub-
lish at the end of this month, the
Long Island-headquartered consul-
tant looks for a 4.5% increase in
1987 sales of paint and coatings.
but notes that “slow price gains in
the architectural coatings segment,
coupled with slackening durable

BRO01073



Shipments rise in all categories,

Architactural coalings

Shipmenis, millions of gal
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460

Shipmants, $ billions

but prices up only for architectural coatings
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goods output, portend a lackluster
1987 market performance.”

A 1986 profile of the industry
based on Bureau of the Census fig-
ures shows that architectural coat-
ings, which include both interior
and exterior house paints, continue.
to make up almost half of all paint

€

— e ct——r

192 j5H  te84 1EAS 1986
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Shipments, § hilllons
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1.8

1.6

K

sold in the U5, Product coatings
for the original equipment market,
which includes automotive and ap-
pliance coatings, accounts for some
35% of U1.5. paint volume. And
gpecial-purpose coatings compriase
about 15% of total paint shipments.
That category includes large-volume

1

0

iz 63 M 1885 196 i

% per gal
14 i

12

10

maintenance items, automotive
refinishing, and coil coatings.
Shipments of architectural coat-
ings in 1986 increased marginally
from 1985 to 480 million gal. How-
ever, the value of shipments con:
tinued to improve, up 7.6% last year
to $4.12 billion, and the unit price

Saplember 21, 1887 CAEN B3
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Product Report

Three main paint categories break down this way

Archltectural coatings Marine

Exterior house paints Fim, paper & foll

Interior house painis Pipa

Undercoatarg, primers & sealars Toys & sporting goods

Varnizhes Miscellaneous consumer & industrial
Stains products

Product coatings® Special-purpose coalings

Wood furniture & fixturas Automotive & machinery refinishing
Auvtomotive High-performance maintenance
Metal containars Traffic paint

Machingry & squiprment Bridge maintenance

Factory-finished wood Asrosols

Mstal furniture & fixtures Swimming pool coatings

Shaet, strip & coil Arts & crafts

Nonautomotive transportation Matallic coatings

Appliances Multicolorad coatings

Electrical insutation # Oniginal aquipmgnt nwrdachrers. Source: SR Intednational

Paint production worker
employment rose in 1986

Thousands

&0

o™

Tatal

Nonproduction workers
40
L
*. . "Production workers
ol o ||,_1. .
WITTh T8 66 BT B2 W3 B4 85 BB

Source: Depaninent of Labor

per gal increased 6.7% to $8.56, De-
spite its reputation as a jackluster
category, architectural coatings was
the only segment to show an in-
crease both in shipments and value
in 1986. Analysts suggest that the
decline in interest rates along with
a pickup in housing starts has
spurred demand for more single
family homes for the baby boom-
ers, and that this trend will con-
tinue into 1987,

Product coatings shipments for
the OEM sector increased 6.9% in
1986 to 339 million gal. Though the
value of product coatings shipmenis
rose 5.6% last year from 1985, unit
price declined 1.3% to $10.53 per
gal.

Similarly, special-purpose coatings
shipments and total value of those

a50
o0

250

150

100

200 §

WNTE 72 M /% 8 T7 % ™
Tource: Departmen! of abor '

Gap is widening again between raw material, paint prices
Price index, 1967 = 10D

Pain! materials

" Preparsed painte

—

| I S S T | ) W I T

L
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1887

ghipments increased, but unit val-
ue declined in 1986. According to
the povernment figures, special-
purpose coatings shipments in-
creased 2.1% to 148 million gal in
1986, and the value of those ship-
ments increased 1.0% over 1985,
However, unit price declined 1% to
$1347,

Areas such as water treatment
equipment and hazardous waste
treatment equipment will lead an
increase in demand for paint, ac-
<ording to Jay R. Willner, president
of WEH Corp., San Francisco-based
market analys! concentrating on cer-
tain industrial and special-purpose
coatings markets, The market for
bridge and highway coatings also
likely will show a strong increase
in demand, says Willner, as many
of the nation’s busiest byways are
in serious need of attention. Higher-
priced, long-lasting coating systems
will be the answer, he adds.

Willner says that demand for ma-
tine coatings is down as new ma-
rine construction in this country is
“dead,” and offshore ¢il drilling ac-
tivities are flat.

One major trend in the mainte-
nance coatings business is 2 move-
ment to farm out the maintenance
of large petroleum refining, petro-
chemical, and pulp and paper plants
to specialists. In this case a supplier
takes responsibility for assuring a
plant is maintained according to or-
dinances, sand blasting and coating
equipment and plant as necessary,
Willner szays. Leaders in this new
marketing approach to plant coat-
ings and maintenance include Du
Pont and PPG Industries, he says.

Overall, the paint business re-
maing a highly competitive one de-
spite the litany of mergers and ac-
quisitions that have tended to con-
centrate it into fewer hands. The
past few years have seen a number
of changes. For instance, Imperial
Chemical Industries purchased Glid-
den, BASF purchased Inmont, Du
Pont sold its Lucite line of paints to
Clorox, and Valspar bought Mobil’s
U5, and Canadian coatings opera-
ions.

Despite the numbers of purchases
and acquigitions, industry sources
report there still are about 1000 paint
manufacturers in the U.5, (down
from about 1500 in 1963, says one

‘Baptember 21, 1987 CAEN 55
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Product Report

source). Because of the competition,
product advances do not readily
translate inte huge profits because
competitors quickly catch up with
advances of their own. Pricing is
frequently the manufacturer’s key
to a larger share of the market and
thus greater profits. And in a bid
for greater share of market, manu-

‘facturers have tempered price in-

creases even though raw material
costs are increasing much faster.

According to the Department of
Labor, price indexes covering both
paint materials and prepared paints
for the first six months of 1987 show
that, after a brief hiatus in 1986,
Prices of raw materials continue to
increase faster than prices of pre-
pared paint. The index for paint
material prices rose 5.4% from Jan-
uary to June 1987 to 332.5 (1967 =
100}, reflecting recent increases in
polymers and runups in the price
for titanium dioxide. However, dur-
ing the same time, the index of pre-
pared paint prices has increased only
0.09% to 284,1 (1947 = 100).

In the past, the gap between the
two indexes widened steadily as
manufacturers in a competitive mar-
ket held prices below their increases
in raw material costs. In 1979, the
index for raw material prices swung
up decisively and manufacturers
again held prepared paint prices
pretty much in check. For 1979, the
index for raw material prices in-
creased 13% from the previous year
to 241.2, whereas that for prepared
paint prices rose only 5.7% to 204.4.

Even though steady raw material
price increases between 1980 and
1985 averaged 4.1% and prepared
paint price increases during the
same period averaged only 3.3%, the
raw material price index dropped
in 1986 to 318, down 4.9% from the
previous year, Prepared paints man-
ufacturers took advantage of the im-
proved situation to take a modest
increase. Last year the prepared price
index increased 1.6% to 381.2,

The dip in raw materials prices
in 1986, explains Business Trend An-
alysts {(BTA), stems from the decline
in the price of crude oil from which
paint resins, solvents, linseed oil,
and tall oil are derived. The drop in
Taw materials prices did not bring
about & wave of competitive price

cuts, BTA adds, because of increased

B Bapternbux 21, 1957 CAEN

industry R&D expenditures. These
increased expenditures were man-
dated by government regulation in
the disposal of solvent waste and
pellution control,

To their credit, paint manufactur-
ers have been able to produce more
paint as the level of employment
has slowly declined. According to
Department of Labor statistics, the
total number of production and
nonproduction paint industry work-
ers declined 3.9% to 63,400 between
1977 and 1986. The number of work-
ers in the industry was the same in
1986 when manufacturers produced

967 million gal of paint as in 198
when paint manufacturers mad:
only 870 million gal.

From 1977 to 1986, the umber o
nonpreduction employees of pain
firms rose 5.8% to 32,700 as the com

-panies boosted their marketing ef
forts. Employment of nonproduction
workers peaked in 1985 at 33,600.

The industry achieved its recor
1986 output with 2.7% fewer non
production workers than in 1985, ¢
2.3% rise in production worker em
ployment to 30,700 helped it real
ize a 3% improvement in shipment:
in 1986 to 967 million gal,

‘Automotive refinishing poses

huge and changing market

By one estimate, paint and auto body
shops do an astounding $10 billion
in collision repair and refinish work
annually. But this business is grow-
ing only 1 to 2% annually, most
indusiry observers say.

Few paint companies heavily in-
volved in automaotive paints, how-
ever, can ignore this enormous mar-
ket, which in 1986 consumed some
66 million gal of paints, about 45%
of the category defined as special-
purpose coatings by the Department
of Commerce. These paints had a
value of about $895 million,

The automotive refinish paint in-
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Harrick: urethane paint use will gro

dustry itself is slowly changing
First, paint makers have introducec
formulations and refinish system
compatible with the latest base-coat,
clear-coat technology that is becom
ing more prevalent among origina
equipment manufacturers (OEM)
Second, many manufacturers have
only recently announced isocyanate
free paint formulations that prom
ise the performance of isocyanate
containing paints. Third, althougt
emissions of volatile ofganic com
pounds are mostly a concern at the
OEM level, paint makers are think:
ing now about ways to address the
problem at aute body shops if anc
when they become an issue. (Vola
tile organic compounds are pollu
tants that may foul the air as sol
vent paint formulations dry.)

Statistics on the automotive re-
finish market generally include
truck and bus repair as well, How-
£VEr, Passenger cars account for 75%
of sales in this market, industn
sources indicate. Major suppliers tc
automative refinish jobbers and ul
timately to the auto body shops in-
clude primary QOEM suppliers PPC
Industries, Du Pont, and the Inmon:
division of BASF. Other paint mak
ers, such as Sherwin-Williams anc
the Sikkens division of Akzo Coat:
ings, aleo have secured niches ir
the automotive refinish market.

All these suppliers are watching
closely to see if U.K.-based Imperia
Chemical Industries, which recent
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Industry rebound to continue in ’87

‘The chemical industry should have a very gond year in 1987,
ite second consecutive one afier 1983 poor performance.
For 1957 a5 3 whole, we are torecasting that the industry will
pust profif gains of 15%-20% on a modert sales incroase.
Several faciors are piding industry results, incl uding
stronger vaport demand due 1o the weaker U5, dpllar, rising
seliing prices. higher utilization rates in kev product lines.
and econtinued bensfits frem the reslructuring and cosi-
CUtiang aciion: taken over the pas few vears. Sume recent
developments have been less positive. however. Raw mate-
tial feedstock costs have risen along with higher world erude
ail prices. and the surge in interest raies seen this spring has
dampened the importam housing markel. Auto sales have
declined ax sales inceniives have lost their effecliveness,
Lasily, despite some recent signs of lmprovement in the
farm econamyv, @ major recovery in the depressed fertilizer
marke: is rot expeeted for sorme tine,

B the firs? quarter of 1927, the chemical industry per
formed well conlinuing a trend thas has been in evidence
sinee the star of 1968, According Lo s Businrss Week SUTVEY
of fizsr-quarter resvite, a group of 82 chemieal cumipanies
e profits rise 44% oma 8% sales gain, Incressed produe-
tun, wery high uperating raies. stronger enport demand and
fureign sales, firmer seliing prices, somewhat hetier agrieul-
turai vesubts, and continued benefits of the restructuring
rrograins undertaken in 1555 were all highly advaniageous
tu the industry. Twenty-four companies posted improved
BATNINES Lis-d-ufs first-quarter 1986, while the rest incurred
mudest profiy declines. The yvear-to-vear comparisons for
the remeinjng thres guarters of this year are nol likely to be
ay Impressive ag those seen in the first quarter becapee the
industry’s performance in 1986 improved as the Vear pro-
gressed, '

2&P expects exports to be the engine driving the economy
in 1987, with their strengih atiributed mainly 10 the U8,
dollar’s weskening over the pagt twe years. Real GNP s
projected to rise 8% in 1937, versus a 2.6% gain in 1586;
growth in 1988 is predicted to be 2.6 %. Export gains will
help industria! production increase 2n eatimaled 2.5% this
year, compared with the 1.0% growih geen in 1986. Some
slowing in impartant end markels iv evxpected, however,
with housing starts projected at. 1.65 million in 1987, versus

Richard O'Hc:[h'y, CF.A. Chomicals An ubyst
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CHEMICAL INDUSTRY OPERATING RATES & PROFITS

O O - Y
H : CEcl.
4.0 ; — apanity KRR atien (FRA Deta)  COVarterty) 2 . a2
proms 4 - n .
357 M, iIf -=e 3
7 2.0 | 1
: I Vg
Sas i " anm
2 i vt E
£ 20 i buf -78 °
=15 i i i -12 ¢
v L :
0 1 HH| -68 2
& il i
0.8 [ | [ L - 84
‘Q.JLJUII- [ L i_ L] I_.i__‘ ,_i e - 80
198Y 1981 . 19B3 T 1984 ioigae 1PHT

this year—which would be down almoest 10% from the 11.6
milling of 1986 —bafore rebounding slightly next year, Even
excluding the reduclion in auto sales, however, consumer
spending in 1987 ix anticipated to grow at a lescer rate than
in 1984,

Good production gains expected

We are now projecting 1hat overal} chemicel and plastics
ouiput will rise more than 3% this vear, versus the 4.6%
inered-o seen in 1986, primarily due to growth o ehemical
exports. In April 1987, the Federal Re:erve Board (FRE)
production index for chemicals and products reached a
record 1330 (1977 = 300}, up 4.5% frum the wvear-carlier
level. The synthetic materials subindex was up 10%, year to
vear, with continued strength (n plastic matenals and some.
what better outpul of man-made ihers. Reflecting strong
demand {or sueh derivative products as plasties, fibers,

CHEMICALS & PRODUCTS-PRODUCTION INDEX
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deterpents. and pharmaceuticals, industrial organic chemi-
eale productiun was up 7.0% from the Apeil] 1986 level
These two groups are expected o continue growing strongly,
but the rate mav slow a bit as kev condumer markets remain
sluggish. Output of basic chemicals (ehlorine & alkalies,
industrial gares, pigments, and inorganic chemicals) was up
almast 10%, year (o vear, reflecting good gains in induatrial
gases, chlor-alkalies, and inorganies. The last, which has
trended in a wide range for the past vear. syifl remains &1 a
depressed level due 1o poor demand for fertilizer, a leading
end marker for inorganics. Overall, baste chemical! produc-
tign may rise 6% this vear, versus a nearly flal performance
in 196

Produetion of chemical products tdrugs & medicine,
soaps & Loiletries, and painl subindexes) was unchanzed,
year to vear, in April; lower paint ouput and fat soap
production offset a gain in drugs. Boap output i expected 10
pick up for the rest of the vear.

The agricultural chemicals index wa: up 6.4%, vear 1o
year, in April al 954, 1t stood at the highest {ovel since
October 1985, Part of the gain is due te a pickup in fertilizer
markels in early 1987, following 1986°s verv depressed
levele. The improvement reflected betier export demand
and a shift in domestic shipments from late 1856 into 1467,
ax buvers walled to gee how the 1987 farm economy would
shape up, Planted crop acreage this vear will be well below
1986 total, hewever, with corn (the major use fur fertilizer
and pesticides) down about 11%, as rosult of government
programs to reduce grain production. Despite a ran-up in
commodity prices carlier this year, we predict no change in
corn acreage for the next \wo years and, thus, no fundamen-
tal improvernent in agrichemical dernand.

QOperating rates, prices on the rise

Operating rutes for the chemical industry are at levels not
seen since mid-1979, Accordibg to the FRB, the industry wes
operating at 82.6% ol capacity in April 1987; the year-earkier
rate was 80.5%. Overall chemical opersting rates have nal
topped 82% since 1974, This high level reflects the record
output seen lately and modest capacily additiong over the
past few years. The plastics and chlor-alkali industries have
heen stellar performers in this regard, with utilization rates
welt over 90%, Overall, the industry is expected to operate
al about 82% of capacity in 1987, versus 80.3% in 1286 and
the 68.5% rale seen in the recession year of 19572,

Strong demand and high operating rates raise the specter
of shortages. To preveni shortages in tight markeis such as
plastics, several major plant expansion: are planned, In

INDUSTRY SURVEYS/JULY 1. roar
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CHEMICAL INDUSTRY CAPITAL SPENDING
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addition. some companies plan “de-hottlenecking.” an
industry term for replacing sume equipment to increase the
whole plant's efliciency. Thusr far. the ipdustry has avoided
the mistake made in the late 1970s. when capacity was
increased significantly through new plant construction, Just
as thiz new capaciiy was coming on-stream, recession hit,

The lower-Ahat-expected demand growth that rezulted lefi
the chemical industry with marsive overcapacity for vears.

Chemical selling prices should cuntinue (o strengthen for
Lhe rest of 1987, reflecting good end dermand and rising cost
pressures due Lo higher petroleum feedstoek Tosts, 1n Ma_\'-
1957, the producer price index (PRI} for ¢ Teals and
products was at 309.3 (1967 - 1060), up 3.6 % from May 1986.
For 1946 as a whole, the index gveraged 1.1 below 1985
levels, as the sharp drop in world oil prices cavsed prices to
decline. The PP} for industrial chemieals, which declined
4.6% during 1986, was at 335.1, 5.0% above the May 1886
level. The chemieals price index is expected 1o average more
than 3% above the 1986 level. while industrial chemicale
may rise by an even greater percentage. These increases,
especially for industrial chemicals. are greater than we had
forecasted earlier in Lthe vear.

Benzene, a kev aromatic chemical derived from petro-
lewm, provides an illustration of what has been happening to
prices and the donone etfect this has on other products.
From a low of abewt 50.70 in mid-1986. benzenc prices
peaked ar ghout 52,50 this spring: at press {ime. prices had
receded 10 just under 3200, In response to benzene's higher
selling prices. such derivative pruduets as stvrene and poly-
stvPene have seen signiticant price increases as well,

The chemical industry is henefiring preativ from & rever-

Chemical industry production statistics

T T T
! dan. Fab, | Mer. | Apn May Jung
! i}l

alERId L) e
Chemicals and products, 3IC 28
1867 R137.4 1377 136.2 132.G
L] 131.7 1520 1302 132.8 1318 134.2
15as 125.2 1258 126.4 1267 1264 126.8

Dasle ehemicals, 5IC 281

1987 R108.7 1051 1012 055

1986 024 a2 835 .2 b BE.4
i 1982 1004 109.0 97.z 985 107 4 e
. Synthetics, SIC 282
| 1867 RI1786 1735 170.4 LY
i 1965 162.2 1576 157.5 158 4 87 6 156 G
; 1885 1443 1457 144 & 1471 146.7 1467
| Agricyltutal chemicals, SiC 287

1457 Rat4 g: 6 a0 K 2z 4

1988 BEG 8.3 a8.9 L] Bn.g 857

1883 1612 a8 s 94,2 g5 i 10C 8 ==X
ingusirial organic chemicals] SIC 286
1957 RyilS 113, 6.2 MGE

1485 [ALA Hi9,2 1004 100.0 G2 112.4

1985 1096 108.2 107.8 1071 108.8 1085
Paintg, SIC 285

15a7 RS54 1069 o5.43 10ea

1686 10z2.7 1028 LR 108.6 1023 8.0

1965 LT 9iF YRR 102.5 0B 101 4

Soa0% and toitetries, 21 284
1387 FAb1G 187.3 191.R 1326
1886 a3 185.1 179,89 1939 191.7 193.4
1986 162.1 166.6 166.5 1649.1 1712 1686

*Productivity*

(1977 = 100}
1987 R147.1 147.0 484 148.8
1886 140.8 1406 138.9 1416 142.1 1413

1985 132.7 133.1 133.4 133.5 15352 134.6

'Operating rates, in percent

Chemical indugtry
1347 R&Z.1 22 B2.2 826
198¢ 803 80.4 78.1 BO.5 798 B1.}
1845 TH.1 TH S 78.5 7856 8.5 rai

T T g T
Juiy Aug. ! Sept i 0. . MNov. | Des Year

134 1 1844 133.3 133.9 1323 A1346 1330
i27.2 1278 1201 1272 128.2 1251 127.1 ¢

952 97.4 1051 02 Q7.8 R01.3 98.5
10149 gth G7.4 10403 954 447 988
165.6 1854 RiE3.A 1an 18E.5  RIrSA R1E3.1
1649.4 1518 15€.2 1Bk 1568 156.3 1454
2873 TE Y BEd §7.1 828 R34.3 85,6
94.8 83.5 9.0 96 & 897 B3.3 96.
1108 figd 111.8 1E7 - 1135 naz 1112
073 1076 1071 1083 108.5 09,2 107.9
101.2 1614 BE.G 8.7 96.9 937 100.3

o5 1 06 P 06 A 10D 5 1087 1081 99.5
013 187.5 185.8 186.7 1859  RiB9 R:i8.7
168.3 178.5 1704

170.3 17a.7 171.8 178.1

144 € 430 143.4
135.5 137.4 138.7 1371 137.5

142.0 140.5 1437 1422
137.6 135.6

8089 810 80.5 BO.4 783 RBO.5S

RB0.2
78,4 Ta.t 79.3 78.0 784 m3 7848

Sources. 'Federpl Reserve Board, "Cremicel Wik,

RRavisad, "Froductivily in oulput per workhour, caicylatad by dwiding mdeaen lor production by indg48e for workhoura 6! poduction employees,
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Chemical industry shipment and price statistics

Imports, exports, and shipments—in billions of dollars

Imports

1987 R1134.7 130.8 1423 T134.6

1986 1.280 1.249 1.362 1,215 1.228 1.236
1965 1143 1.140 1.518 L7 1447 1.373
Exports

1887 1759 1848 234.3 - 1]

1885 LAT: 1876 2001 1.858 1,934 1.845
1885 1.937 1.818 1.958 1,788 1.883 1777
Shipmenls, SIC 2B~ Seasenally adjusted

1987 R17.191 17.137 1.oof t7.386

R1986  165.857 16,868 16.053 16,884 16,264 16.027
R1985 185317 16,268 16.512 16,525 16.315 16,568

Inventory/sales ratios—G5IC 28
1987 R150 158 167 1.56
R 1986 151 154 160 163 - 158 182

RISBS 153 1,88
Producer price indexes

1.54 1.52 1.58 1.54

Chamicals and allied products {1867 » 100}

1387 R30t.1 301.8 3045 67 308.3 A
1986 A0y 303.7 0K a00.2 208.5 208.4 2993 287.0 287.5 28B.2 238.5 20975 2388
1865 agt.7 3022 3026 033 303.2 .z 304.6 046 304.7 028 3026 a01.5 3031
industrial chemicals (1967 = 100)
19R7 R324.3 2234 a7 e a3l 3251 .
1985 41T Jak0 A5 3255 3196 2165 b 58 310 3180 6.0 3169 3228
1885 350 336 4 387 336C 35,5 3306 46.0 343.7 <t 3378 335.4 A3 338 1
Synthetic tibers {Dec. 1975 = 100) .
1867 R142.3 145.0 4R & 147.5 1471
108 1511 161,5 1815 149.8 1498 1483 150.1 149.8 100 4 1487 1487 146.4 143.0
1985 157.6 1577 156.5 157.4 157.1 168.3 154.7 1647 154.9 1501 150.4 150.2 154.8
Agricultural chemicals ang chemical praducts {1867 - 100)
1357 Ra64.2 2738 2774 FYER 2115
19RG 2752 2181 2787 g7a.2 2791 278.7 2712 274.1 2733 2697 280.6 270.5 2755
1965 2023 2816 2818 2828 2B3.1 2817 2518 2824 2818 2BD.3 2008 278.5 2816 (
Plashic resins and materiats {1967 «~ 100} :
987 RBees.t 2201 2838 3014 304.8
H 1886 3005 2084 ant1e FOED 285 8 285 7 290.3 284 4 2991 2829 2p5.3 2885 2054
; 1485 3008 308.5 3083 30Gt 3054 ot anrs 308.4 A05.1 00 & 238.9 2867 3042
-

1.360 1.188 1,153 1.106 1,354 1.208 16,000
1.085 1.018 .26 1.203 1.256 1.168 14.532
1.802 2,040 1.942 1.936 1.887 1.808 22788
1.7 1.BB0 1,858 1.836 1,643 1.643 2t.761
18.154 16.423 16.571 16.504 16,629 18.793
16,252 16.162 18.30% 16.469 16.201 18.577

1.62 1.58 157 1,68 1.58 1.61
158 1.58 1.57 1.54 1,66 1.82

; .
F-Favisnrg
Sautsec, 'Depariment ol Commerce *Burets M Labdt Stalstics

sal in the deterioration of it- trade position, primarily dueto
the muel wesker LS, dollar. Furp the first four months of
1957 the indusiry's trace surphus increased, cominumg a
trerid thatl started in the second guarter of 1980, Fur the
January-April 1987 pericd, chemical exports rose £.7%
from the comparahle 1986 period. while imports grew less
than 1. The resulting trade surplug advanced 30%. The
weaker 1LY dollar has finally made U5, prodocers more
price-competitive in world markets and has reduced the
attractiveness of imports w domestic buyers, Because S&P
dee: nm. expect the LS. dollar to bepin rsing until the end
of 198% or early 1988, the strengihening of chemical exporis
and an increase in the chemical trade surplus should con-
tinue lor the rest of 1987,

According to the Spring 1987 survey of capital spending
plans conducled by Data Resources Tne. (DRI, an economic
forecasting firm in Lexinglon. Mass., the chemiecal industry
will be spending much more in Y987 than had been antic-
ipated in late 1986, The chemical indusiry now plaps (o
increase capital outlays by 9% in 1987, to $18.26 billion,
from %16.75 hillion in 198G. With inflation in plant and
eguipment costs projected at 3.8%, the real (inflativn-
adjusied) rise in capital spending will be about 5%, Prelimi.
nary spending plans for 1988 show an even greater boost in
nominal spending—12% —~than that for 1687,

The industry plans to spend 39% of ils capital outlays on

CAICHEMICALE

plant expansion, with the vemaining 61 % argeted for plant
replacement and modernization, This is vireally un-
changed from the 1986 breakdown, which was 40% and
60%, respectively, With the boost in real spending levels,
capacity is projecied to grow 4.5% this vear, versus 5.9% in
1866, An even lurger expansion—a.0% —iv expected for
1488, Despite the higher capital spending plans, we do not
feel the indusiry will begin 1o build major, large scale
faciiitiex.

The suaps, cleaners, and Loilet gouds category is expected
to have the largest increase in capital spending thir vear
with 75%. followed by paints with 32%. Plastic materials
and synthetics will ingrease spending hy 16%, while agricul-
tural chemicals is expected to rise a surprising 14%. Spend- -
ing in the industrial inorganic chemicals calegory should
decline 12%..

The annual spring survey on research and development
{(R&D), also conducted by DRI, shows that the chemical
industry will raise RED outlaye by 5% this year, to §5.3
billion. This {ollows 8 2% increase, 1o $8.8 billion, in 1986,
The chemica! industry’s planned 1887 increase just barely
tops the 4.9% increase planned by all businesses, Between
1987 and 1989, the chemical indusiry plans to increase
spending & total of 9.4%. Chemical R&D spending as &
percentagye of sales 18 expected Lo average 4.4%. versug
19807 4.0%: and the atl-industey average of 3.5% . m

o
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Production of top 50 chemicals
(in billions of pounds)
Ayatage dtioal changa (%} -(; Averagr anoval Zhange (o)
Chamicgt ' R1985 | 1pes | 1876-B8 19885 | 188588 Chamlcal /" I mised | 1965 | 107ems 1981-86 1085 85

Sulurig ae10 19.30 | 73,64 +0.8 20 -7.1 || Totuens, 31l grades” [ 507 | 582 ~22 -1.2 + 14.7
Nitragen 4746 | 4862 | +88 +68.5 +2.4 f Xylene l-/ .31 | 56L -07 -.28 +4.5
Grygen J2 533303 +0.4 -15 + E6 || Ethylene glycol 418 | 478 +36 w28 +138
Ethylene 285 | 2. +39 +2.2 +8.9 |l pXylene 4.78 | 487 +4.8 +06 ~23
"ime F160 (3034 -23 ~4.3 —-4.0 || Ammonmm suifate | 4m a2l ang -0% -84
Ammonia 3464 28,01 -1.8 ~8,0 =184 || Comene 335 | ArE 439 +2.2 +10.5%
Sodiutt hydrozide 21.78 | 22.01 +0.5 + 1.1 4 1.0 || Atetic acid 290 ( 2,93 + L8 ~0a +1.2
Chlntine 20,79 | 20,95 +0.0 0.5 +0.9 || Phenol, synihatic anly 278 | 292 +a3 +25 o+ 8.2
Phospharic acid ir 21,04 1 18.41 +1.5 ~18 =125 || Bulaginng £2.04 | 259 =30 -28 +10.8
Propyiene £y o d 57747 1089 ] 1nac] ase | 252 | r165 || Garbon biack 257 | 259 [ -18 -1 +05
“Sodwm ¢arbonate 1748 [17.20 [ +51 0.8 0 Potash, K0 basis 2.p4 | 258 8.0 —115 ~92 |
Ethylene dichloride 12.10 | 14,53 +&.5 +7.8 4201 Aluminum sultate 254 | 252 +0.5 -6 =08
Nitric acid 473392 -u? -6.3 -10.8  [f Propyiene oxide 240 [ 2ag | 434 +8.1 +33 .
Wree 10.36 | v2.06 +4.4 -56 -7 Agrylonitrile 235 | 2.3 +4.3 +a.0 -1.4 !
’Ammoniuwnra‘l[e,u 13.85 [ 1111 -2.5 -5.9 ~18.0 1§ Vinyl acetate 211 | 225 +4.3 +4.0 +£5 .
Behzens s $.39 [ 10,22 -0.3 +1.2 +89 || Methyl fert-butyl sther 1.89 | 2.24 KK, +24.1 416.8 :
Ethylbenzene 7.09 | B892 +4.4 2.7 +20.7 || Cyclahoxana 1.66 | 2.07 -05 +3.8 T80
*Carban digzide 9256| BSO| ~gO -23 =B0 | Acetone p}’ 178 | 144 +0.4 -0 +83 1
Vinyi chlotide B4E | B42; -4D 4 4.1 =111 {; THaniym dioxida 78] 1.83 +2.5 +3.8 +86& |
Siyrane 762 7.84 -2.2 +2.2 +28 |t Bodiym silicete 144 | 1.57 +0.5 +0.4 80
*Terephthaiiz geit §49| 7BBi -0 +43 | 4184 || *Carcium chiorige 183 | 156 | -2 -38 | -t7.0 |
Methany w}c BOC( 7.33f 216 31 +46.5 "Sodium sulfste 166 | 1.5% —45 -HY —-5a
Hydrochlone acid S61] 537 -16 +3.0 +8.3 || Adipic acic 145 | 1,52 0 + 2.0 +4.7
Ethyieng Gxide £43 | 584 -3 +2.8 9.4 |l isopropyl ai:ahc)l)é 124 | 128 —4.1 -52 l + 3.2 i,
Formaidehyde, 37% by wi. S6t] 580 j -0a8 +0g - 50 || Sodiem tripalyphosphata L =13 -1.8 | t1a

R—Foviges, MM—No! meaningtu!, as produclior 9ata ior plevous YEQL ig 007 Available Excnp‘. TETRSIONY Ooiomie. 2Syﬂlhnm:- Angd patuca’, 3{:);i,;i,\;l sohtior, 4Liqu§._5 and sald only, !

includes both arig and esler withou: doublo coutting. PSalid and gy fﬂ,gp ané low patity
Bopreg: Chemiogi b Endineeting News.

AT Ci#‘}"'*éf'-"'

i
Top 80 chemical producers— 198€ :
(Ranked by chemical sates) :
Chemical sales E I ; Ghamical sales ! o
: f : 2099:- aope: ! f . 2(:ﬁpﬁ'- i 3093:
| | Ass o 'Chen.| etws | relum ! [ ASE ¢ ‘Chem | alife | relurn
. in i chanpe | % I Dpar prak.  Jorn chom.| n thange ol opa-. profil : on chem
j mdlzng ¢ from i et !oprottn  omargi ;oassels l iliuns | kom taig! profit | margin ,  aszels
Company als | 1963 1 mmies | gmis) | gu w1 Company i war | oseles | mits | (3 ;0 |wy
i e [ 1
D Pont g8} a6zl 43¢ ! 764 | 140 | 207 ! ashiand O uarr) st sz | om | e | ras
Dow Cheimea! j BEES, -&& | 98 | A75 e 1208 I BF. Googneh L,e58 2541 5¥ 9 | ag [+ R] 1]
Exnen G078, ~83; B: ! B 13.4 iah || FMG 1360 100 4L 25 B0 187
Uniar Cartide 5001t 258 | 7es ! 7ae | 150 ! 14 || Americen Houchs: “an| -zl 178 | WA | HA | WA,
Atiamis Richiald 45 -29.7 I Jek aps 61 e ) Tespesn 1,279 ~é.8 4.0 a1 7.1 g2
; Monssatn ‘4,70¢ 96, 653 Bt 15,: 23.2 Ethy 1,272 &by k74 247 19.4 i+ B
BASF Wyandette 3,800 33 £ i 105.0 M.A, KA. NA. || Glin 1144 -28. 6583 80 1.2 a8
Shell G 3282 =0a; 196 548 19.7 18.8 || Natiphal Distillers 1,087 4.78 €28 124 11.4 8 !
Amoge 2828 +0H 14.5 487 15.9 18.3 || Dow Carning 1,065 +20.4%F 1006 | Yin 0.7 NA
Crlaness 2831 ~5%| 1000 [ & 1 BO ) MA [ International Minerals' | 1077 | 41.8] B7.1 @ ! oaz 1y
Allied-Signal 819 2372 238 346 R 16.0 il National Starch 1064 | 4207 1000 140 | 132 189
W R Grate 24521 -131) 6&9 2pE 1.4 175 1 Unoent o 1,088 1 183 o= tig 1.3 B4 !
oo 2381 +545 48 | - 205 -1 0.7 | Borg-Warner 1,043 +123! apo 153 4.7 213
Easiman fodak 24r84 +1,3 206 227 8t 10.0 || Lubrizol 808 | +i06; 1.0 140 | 167 23y
Ghevron 2378 | -84 9.1 147 6.2 4.6 || PPG industnes ‘843 | 402 180 103 | 122 B7 .,
General Eleciriy 2331 --0.7 6.3 424 {7182 | 118 | AluminumGo.ofAmercal ‘840 +.2006] 180 | MA | WA A,
Ocoidents! Petroleum “2.0BE | 4+ 20 15.0 176 B4 7.3 || Pennwall T 41d.ep 704 B3 2.0 143 !
Fehm & Haas 206/ 451 1000 | 280 ) 36 | 190 [ Cabat? 763 +7.3| 587 138 ] 178 ore !
American Cyanamiyd 1821 | =05 a7 136 7.4 106 [ GF Industries TEE[ -16.8| 100.C -4z | del del,
Air Produgts” 17987 474 807 363 | 6.7 | 157 [] Reichhols Chemicals 766 —68| 1000 §3 7.0 LRI
Mobay . 17101 168 | 1000 § 50 |88 | NA. | Aristech 751 —48| 1000 98 | 1.0 Na,
Hercules 1708 -20| &54 LLPAL X 6.9 ([ Walco Chemical T38| +7.8| w000 108 | 14.7 184
Philhps Petrolaum 1.608) —25.1 17.0 200 1.6 28.4 | NL ndustries 73| +301| 572 N.A. | WA, M.A. I
Borden 1.638¢ +7.0 327 178 107 128 |f Eli Lilly B9 | -20{ 182 52 7.5 BS |
Ciba-Geigy 149G -32 613 | MA M.A. N.A, || Engethard 686 +113 200 77 11.6 127 ]
}Opnr:hnq proﬂ defined rx aales lass administretive oxpanza and coal of selling. ?ngraﬁnn Proft 82 & prrcaniage of chemice| rales. 30pera1inn ptoft pen pgrcgrnlme o idehhikably [
chemical assels *Chemical salan ingluge significant gmounts of nonchemical products, “Fiscal yaar ended Sepi. 30. 1086, L. nai inglude #) shamica) products. ' Chemicat nal ont. |
Fincat yeat ended June 20, 1906, del—deficit, M.A. wNat available. }
Soures. Dato Regsources, inc. I
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Engineering thermoplastics: high performance, good growth

Engineering thermonlastics are high-performance, specialty
polymers. According {0 Whittingron's Dictionary of Plas-
tics, these compounds have “mechanical. chemiesl, and
thermal properties [that make them} suitable for use in
construction, machine components, and chemical process-
ing equipment,” Such plastics can repiace melaly, glass, and
even other plasiics in a wide variety of products and applica-
tions. The LS. Department of Commerce estimates thal
shipments of engineering thermoplastics rrew 12% annually
during 1982-85 and is predicting growth of 8§%-10%
annuaily through 1990,

Compared with the metals thes often replace, enpgineering
polymers offer manufacturing advantages and cost savings,
despite a highor cost, pound for pound, versus steel. Plas-
ties® enasc of fabrication mean: fewer production steps,
reduced finishing work, and lower toohnyg costs. all of which
enhancee produetivity, Furthermore. because plaatics can be
molded inte complex shapes, stvling freedom s increased.
Lastly, since they are lighter than metals. engineering plas-
ticz alluw the weight of the finished product to be reduced
with nulogs of strength.

ITmprovements such as these come at 8 price, however:
compared with the more commaony commaodity plastics, engi-
neering plasiice are generally more expensive, with setling
prices ranging from jusi over g dollar up 1o £20 8 pound.
Acvording 1o the Inbernational Trade Commission (1T,
prices Lot engineering plastics averaged $1.62 a pound in
1955, verain 50,43 fur all plastice and resin materiaks.

The maior producers of engineering plastic: are CENFRAIL
RLECTRIC (gencrally considercd the largest producer),
prproet, Celaness (o unit of Hoechat of Germany), BoRG:
WARNEE CURF., ALLIED-SIGRAL PORT.. DOW CHEMICAL, Mobay
ta unn af Bayer A of Germapyvi, and MoxsANTO. Other
Progiucers are AMOUQ, PHILIPFS PETROLECM, BASF of Ger-
mainy, and IMPERIAL CHEMICAL INDUSFRIES.

What are they? Where are they used?

Dedniiions of just what concritaies an ensineering ther.
mapiasuc dier. The Society of the Plasties Indusiry (5713
clateities eight compounds as engineering plastics: acetal,
fluoropolviaer, modified polvphenviene oxide {(MPIO),
prlvamide-imide, polyearbunate, polvimide, potyphenviene
sulfide. and polysoifonce. The ITC includes all the polymers
on the 3P st excepn Huoropolymers, O the compounds
listed above, industry analysis generally consider acetal,
MPFCG, pelvearbonate, nylon resin {(the maior polyamide),
and thermoplastic polvesier recin as the major engineering

plustice; some analysts also include the higher grades of

acrelonitrile-butadiene-styrene (ARS) The rationale for
excluding the other engineering plasticy i= thal al present
their vidume is vary small. ‘

Fhus, depending un which pulymers are included, the sive
of the overall engineering plastics market varies, Using a
broad definition (including ABS), industry analysts place
praduction of engineering polvmers al about 2 billion
pounds in 1986, The Commerce Deparlment eatimates
demand for engingering plastics will more than Lriple by the
year 2000, gs plastics continue to replace melals in many
applivations.

Using its own narrower delinition (which oxeludes
nyvlon). the 8P roports that engineering thermaplastics
production was 834 million pounds in 1985 (laiest avail-
able), with a tolal dollar value of $1.1 billion. Dumestic
consumption smeunted 1o 636 million pounds. Exports
aceounted for about 24% of totai outpul, Other major
markeis in 1285 were electrical/electronies C30%), transpor-

G CrRbeL AL S

tation (17%), building (9%:), industrial/machinery (4%},
ennsumer/institutional {3%), packaging (2%), and other
(11%:}.

RM. Kassofl & Associater, 8 management consulting
firm in New York (ity, estimates the domestic engineering
plaslic market {for the major polymers, but excluding ABS)
was 1,15 billion pounds in 1985, with a value of $1.7 billion,
Annual growth is projected 1o average 8% s year until 1990,
when the total size of the domestic market will be 1.7 billion
pounds, with sales of $2.9 billion. Kossoff' is predicting that
the induostry will grow 3%-11% a year durimg 1990-95,
depending on the penetration of engineering plastics for -
exterior auto parls, fur a total of 2.6 hillion pounds. Celanese
Corp., using the sarae bist of polymers, is projecting annual
prowth of B%-10% in the U5, through 1991, with the
market reaching almost 1.8 billionr pounds, The company
has also estinated the world market at 3.2 hillion pounds in
1985, with annual growth of 7% -B% through 1991,

Avcording to Celonese, transportation was the largest
market for engineered plastics in 1883, with 30% of total
demand. Celanege projects growth of 9% a vear in this
market through 1991, when itz share will have grown to
33%. The second largest market was electrical and electron-
ek, with 25%. Longer-term growth is projected at 11% a
year, lifting 1t¢ share of the market (o 30% in 1891
Consumer gonds {ncluding packaging and housewares)
accounted for #30% of use in 1955 and are predicted to prow
7% anpualty. Industrial markets. which now have a 135
share, are expected 1 graw 3% annuatly, reducing their
share to 11%, Construction had a 12% chare in 1985, but is
evaprcied foogroew only 1.5% 4 vear: marke! saturation and
increased competition fron: other plasties will Emit growth
in this area.

Engineering plastics described

Myvlon {(polyamide} resin i= considered to be the firsd
modern engineering plastic over created and is the largest in
terms of volume, with an estimated 463 million pounds
produced 1 1830 According to the APL nyvlon resin has
grown 7% annualhy over the past wen » gars, Major producers
inchade QUPONT, MONSAKTO, Celanece. and ALLIED-3IGNAL
CORP. Industry analvets estimate that avto markets aceaunt
for about 409 of demand. Nylan is used i sueh sulo parts
as engine fan: und shrouds, mirror hogsings, whee! hubs,
door and window hardwarg, and bumpers, Other leading
markels include electrical/electronics, consumer products,
and packaging.

Poiycarbonate (PC) is 1he second largest engineering
resin. Production was about 450 million pounds in 1986,
aceording (o industry analysis, with domestic consumption
wstimaled at about 345 million pounds, Leading uses include
glaging (21%), electromics and business machines (16%),
transporlation {auto bumpers and body parts, 9%},
appliances and industrial uses at 8% each, sports and
recreation (%), and other (1] %), Exports sccount for 23%
of demand. Over the next lew years, packaging is expected
Lo become an impaortant market.

Analysts have estimated historical PG growth at 8% a
year, with konger-term growth projected at B%-10% a year.
Strong growih is expected to come from the automaobile
markeil as original equipment manufacturers continue to
replace meta) parts with plastic ones, A promising area of
growlh ix discy, both compact audio disce and data rlorage
discs for computers. FC resin is the only material currentiv
specified for use in discs.
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GENERAL BLECTHIC s by far the largest U8, producer of
PCowith alian 420 million pounds of capacity, In May 1887,
the connpany opened a new plant, adding 120 million pounds
ol new capacity. Mobsy Chemival is the secomnd Yargest
producer, with 160 million pounds of capuiily, DOW CHEMI-
CaL plans (o expand its capacity to more thap 80 million
puounds by late 1988, fram 30 million piiunds a1 present.

Modified polyphenylene oxide (MPPQ) iy the third
largest engineering resin. with abowt 175 million piunds
praduced in 1980, according to analysis. The largest pro.
ducer {s GENERAL BLECTRIC, followed by Bowwi-warNER. Mar-
kets include computer and business equipinent, video dis-
play lerminals, appliances, and automohiles, R M. Kossoff
& Associates estimates that growth will average ahout 7%
annually from 1985,

Acetal is the next largest engineering plastic, with about
160 million pounds produced in 1988, DUPONT and Celanese
ate Lhe two domestic producers. BASF is building a T.5.
plant, which is expected to begin operations in 1988, Agetal
is used in auto and truck component : and paris {aboyt 21%
of demand). consumer articles (18%,), industrial machinerv
(13%, plumbing and electrical/electronic with 6% each,
appliances (5%.). hardware (2%). and other (6% ), Exports
ook about 23% of wotal output. BM, Kossofl js predicting
6% annual growth through 1940,

Ouiput of engineering thermoplastje polvester
resins was estitnated at 150 million. 150 million pounds i
1886, aceording to industry anatysts Pulvester chgineering
resin: are mainfy polvbutyvlens wrephthalate (PETY resins
and high-viscosity polvethvlene terephthalste (FET). (Bev-
erage hottle grade pulyvesier resin, which selk- for about
H0.60 1 pound, is nat eonsidered to he an engineering resin.)

STOCK PRICE PERFORMANCE
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SAP's chemicals and diversified chemicals slack price
indexes continued to outperform the broader S&P 500
stock index in the firgt half of 1887, continuing & trend
that began in early 1985, The chemicals index has risen
169% since the atart of 1985, versus 54% for the S&P 500;

GENERAL ELECTEIC in thw Jargest produger, with Celanese g
strong second. DUFONT and ALLIED-SIGNAL also maake engi-
peering polvester. Major markets include transportation,
electrical, electronics, appliance, eonsiruction, and plumh-
ing and hardware. .M. Kossoff iz projecting growth of 129
@ vear \hrough 1990, Engineering polyester sells for §1.50
200 a pound.

Acryluniirilu-huladiunpstyrenc (ABS) a0 com.
madity piastic whose higher grades are able to rompets with
engineering plastics in some applications “I'here are three
domestic pl‘C‘idUL'ETH—--BURG-“'ARNEH, DAY CHEMICAL, and
MONSANTO—with over 1.6 hillion pounds of capacity. Pro.
duction in 1986 was abaul 1.1 billjon pounds. Transporta-
tion is the primary market, aceounting for 27% of demand,
fullowed by electrical/electronies (23%:), building and con-
struction (20%). consumer relrigeration (15%), and other
(16%}. Analysts projecs longer-lerm growth at 4% a vear. I
automobiles, bumpers and jnterior budy panels are promis-
ing ureas of growth, Seceral manulacturers of ofhee equip-
menl are replacing the engineoring resins they hrd been
using with 1he higher grades of ABS. realizing they were
“over-engineered” with the higher-priced plastics and did
not need the toughness and hest -registance they provide.

In addition i the compounds noted above, engineering
thermoplastics can he combined. Aloys and blends arc ap
exeiting field: although they afeount for oniy about 10% of
the total engineering resins market at present. their growth
rates exceed those of standard engineering resin: by 25% -
A0S Bepetite include s grenter rangs of applications ofs-
G-riv mandard engineering thermoplastion. Some examples
of allove and blend: are pulvearbonate/PET pelveslern, poly-
phenylete ether/pulvstyrene. pulvearhonaie/als. and ny-
ton/pulyphenylene oxide. m

B -— ... . L
Chemicala vz 5P 500
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. ! - e A |
35 1553 ' 1554 1965 1984 ther

the diversified chemicals index rose 3179% during the
game periad. The industry’s strong fundamentals tead us

to expect that the chemicat indexes will continue to
cutpertorm the broader marke! this year. @

INDUSTRY MARKET INDICATORS

=Earns. Par Shirg— — = *Pf B3k —
oAt 1987
waes 1966 EtodT Migh Low T-BBr
500 Composite W& 135 B 1BEr 1347 16,45
00 tndualrials 153 1442 a7 18EE 447 18 56
Chemcals 2,84 838 v0.2n 4877 412R5 7.
Chamicaln (Divareihad) .82 114 278 i546  11mg 1522

E-Eatimated. *Baned on axlimaied 1387 earmg.

JULY 16, r9dr/INDUSTRY SURVEYS

SCOREBQARD
=% Chp, =
Stock Price Indgues 12-31-85 12-31-8%6 7-8-87 45-86 86T
500 Composite 2E0368 24217 30829 4148 4273
400 industriais 23456 28933 AEOTE 1159 +33.3
Chemicals B154 12436 170B7 5358 4362
Ghemicals (Diversifd) 2432 M1B2 4274 4308 4852
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M-Kasson

Serving America’s Independent R

M:\Kn_:mun has fusen serving

the wation’s independont v lers

sinec BRAS Today, from Hiwant b
Maine, independents such s phur-
meci-l Closel Glennie of =pokane,
Vosho, ave torming o Moekesson
ey i ever to help them enmpete
ated thrive iothe vapidly hangng
relaid arena, The matron's leadine
whisbsale distoibntor of enduaratile
conminer gooda witln sales ol

007 bidlion, Mokessen docs nemly
S0t ol 11 usitwess with nnde-
;n‘:u{r‘ulw‘. For more on bow these
}.il"l_'t‘i_\ l'\'m]il_\‘-qn'\'ru_:rj Driminiessen
are Lo o the ronghe and-tumbte

Tk b ) -
1957 Anmual Reporl retil marketplace, see page B
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FINANCIAL HIGHLIGHTS

(doflars in millions except per share amounts)

Years ended March 31 1987 % Inc, 1986 % Ine. 985
Ravanuas
Brug & Health Care %4,828.8 18.4 $4,078.9 13.1 £2.849 8
General Merchandize #8801 22.7 376.3 0.4 338.2
Beverage 0se.8 (#.3) 1,000.1 (3.6) 1,037.1
Corporate 5.8 44,2} 10.4 (10.3) 11.6
“Fatal %6,671.6 17.8 $5,605.7 337 $4.236.7
Opaereting Profit
Drug & Health Care s 1189 7.0 F 1111 o7 ¥ 737
General Merchandise 48.1 29.3 37.2 19.2 3.2
Beverage 64.0 4.4 61.3 10.1 55.7
‘Total £ 2110 10.2 § 209.6 30.5 ¥ 1606
Income After Taxes
Continuing oparations £ 941 27.0 § 141 18.8 $} 624
Dizcontinued operations {4.4) 3.8 46.2 2.6
Net Incoms 5 BT 5.1 £ 779 19.8 3 65.0
~ Average stackholders’ equity $ 7264 19.2 § 6094 10.0 $ 5541
‘Return! 13.0% 12.2%% 11.3%
Per Common Share?
Fully diluted garnings
Continuing operations % 204 15.9 $ 1.76 8.0 $ 1.63
Diseontinued operations {.09) .08 ' 06
Total $ 1.95 6.0 $ 1.84 8.9 $ 1.69
Dividends . % 1.26 5.0 5 1.20 $1.20
Book value -—ar year end £77.73 5.9 £16.74 0.3 $15.20
Price earnings ratio of stock at year end* 18£.8 17.3 13.3
‘Stock price at year end % 33V 26.3 $ 303 40,5 § 21%

1 Based on income from sontinuing operations.
2 Resiated 1o reflect the two-forwone split of the company’s common stock sfective:October 1, 1986,
3 Based an fully dilirted carnings per share from conlinuing operations.

Revenuss DPERATING PROFIT NET INCOME —~ CONTINUING EARNINGE PER SHARE FROM
(it billions) {in miltions) OPFERATIONS (in millinns) CONTINDING OPERATIONS*
$230 ¥2.50

200 2.5

S
El K
i if
[

Hd
TFully dilun;d
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MCcKESSON
ZEROES IN ON
SERVING THE
NATION'S

- RETAILERS

Leaderahip pogition in core
businesses, steps being taken
to correct problems make it
p;nsslble to achieve 10—-12%
growth in EPS on average over

the next two to three years,

ong beforc the terms “rustrue-
turing” and “maximizing shareholder
value” became jargon, McKesson Corp.
set about 1o shed its conglomerate cloak
and to focus its efforts on becoming
the nation's premier disiributor of non-
durable consumer goods,

That effort began in the early 1980s
and was largely completed in the past
year with the sale of the company’s
chemical distribntion and related
businesses.

Through internal expansion and
selected acquisitions, we have put in
place a unique distribution network
serving more than 120,000 retailers
and healih-care providers. We are the
nation’s largest wholesale distributor
of pharmaceuticals, We also are the
leader in the distribution of health and
heauty aids and general merchandise
to supermarkets and mass merchan-
disers and of bottled water, wine and
spirits and veterinary supplies.

Twa of our subsidiaries — Armor All
Products Corp. and PCS, Inc, —rank
al the top of their respective industries.
Armor AlI® Protectant enjoys an esti-
mated 90% share of the aulomotive
protectant market, and PCS is the
leader in computer-based prescription
claims processing through s network of
60,000 retail pharmacies, 209 of the
drugsteres in the U.5. and Canada.

In refocusing the company’s diree-
tion, we have significantly reshaped
hoth the capital structure and the profit

mix of the company. Some $425 mil-
lion—or nearly 609 of our 1980 capi-
tal employed—has been divested. This
amount included our food and home-
building businesses in addition (o the
chemical operations. Of our current
$1.3 billion of capital, about $600 mil-
lion has been invested since 1980.
More than 0% of our fizcal 1980 pre-
tax profita of $115 million came from
husinesses we have since divested.
About 80% of our operating profit in
the year just compleled was generated

by our retail-oriented distribuition

aperations, Qur largest segment, Drug
& Health Care, accounted for 30%

of hseal 1987 operating profit, up from
30% in 1980,
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Revenues and earnings reached
new highs in fiscal 1987, Revenues
increased 18% 1o $6.7 hillion from $5.7
billion iv fiscal 1986. Income from con-
tinuing operations was up 27% to $94.1
million from §74.1 million, and fully-
diluled earnings per share from contin-
uing operalions rose 16% to $2.04 from
$1.76. Fiscal 1987 resnlts include a
net after-tax gain of $10.6 million, or
22 cents a share, from the sale 1o the
public of 13.8% of the common stock of
PCS, partially offsct by a special $10
million pre-tax contribution to the
McKesson Foundation. This contribu-
tion will help provide long-term fund-

ing for the community service activities

of the Foundation without additional

" president and chief

" the ehallenge

contributions from McKesson in the
foreseeable furure.

Before taking into account special
items, per share earnings from contin-
uing operations were $1.82, up mod-
estly from the prior year. These results
reflect a number of year-end charges,
most notably a 5-cent per share in-
creas¢ in cost of sales reflecting last-
tn, first-out (LIFO) inventory charges
related 10 late-year pharmaceuticai
price increases from suppliers.

While fiscal 1987 results were short
of our long-term objective of achieving
growth in sarmnings per share of 10% to
12%, we believe that the slrenglh of
our core businesses and the measures
we are taking to address our problem
Neil F. Horlan,

chuivman of thy
hoard (right), and
Thomas W, Field, Jv,,

areas-—notably our
currently unprofit-
able office products
i distribution busi-
caeentive officer:

ness— will return
and gpporiunity fur
MeKvawon ™ AlAge-
ment iy 10 ckeente
a strategy thad will
enable us Lo exploit

us to that path in
fiscal 1988,
Reflecting our
confidence in the
{uture, the Board of

the deningraphic

chunges that are wip-
nificantiy reshaping .
the distribiution Directors lust JUIY

nvlustry nx well au increased the divi-

Hiee shopgring liabite dend nearly 192 and

of the American
gplit the comragn

o
slock two-{or-one. The new quarterly
dividend rate is 32 cents a share. The
Board also adopted a policy of repur-
chasing McKesson's shares in the open
market in order to offset the dilution
arising from employee incentive plans.
While the dilution is relatively modest

in any one year, over Lhe tong term the

cumulative result would oiherwise dampen
the rate of growth in earnings per share.”
During the year, 1,164,000 shares were
repurchased at an average price of
$31.90. During fiscal 1988 we expect

to repurchase about 2,400,000 shares,

In anuther move to enhance share-
halder value, 16.7% of the shares of
Armor All and 13.8% of these of PCS
were sold to investors through two
initial public offerings. The market
reception for the shares of these two
high-growth companies has been ERCED-
tional. Offered at $12.50 a share lagt
October, Armor All closed at $17.18 on
May 22, PCS, offered at $13.50 in
November, was at $26.75. Our purpose
in making these shares available to the
public wus to achicve greater visibility
in the marketplace and fuller apprecia-
tion of their prospects. We belicve this
move has been good for McKesson as
well as for Armor All and PCS,

Looking to the future, the challenge
and opportunity for McKesson manage-
menl is to exccute 4 strategy thar will
enable us to exploit the demographic
changes that are significantly reshaping
the distribution industry as well as the
shopping habits of the American con-
sumer. These changes are having a
greal tmpact on the nation's retailers,
evpecially independents— exempli-
fied by Chuck Glennie of Spokane,
Washington, pictured on the nover.

McKesson's wholesale drug opera-
tions number some 14,000 of the
natien’s 35,000 independent pharma-

cies among its customers. These
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cystomers represent over half of our

wholezale drug distribution business.

The sleps we are taking to strengthen
the competitiveness of all of our inde-
pendent retail customers are high-
lighted in a special report beginning on
Page 5 as well as in the review of oper-
ations starting on Page 10. -

At the same tme, in response to a
growing consumer demand for conven-
ient one-stop shopping and product
varicly, retailers ave opening huge,
vlira-modern supermarkets—combo
stores. These stores sell most of the
products McKesszon distributes—from
prescriptions to pet supplies. Such out-
lets already account for aboul half of
the sales of all health and beauty aids
and over-the-counter remedies.

Recognizing the strategic signifi-
cance of thiz trend, McKesson hasg
moved rapidly into the service mer-
chandising business. We are now the
nation’s lcading serviee merchandiser,
praviding a wide range of products to
these mass outlets.

Tn the year just completed, service

merchandising revenues totaled nearly

Ax part of a bew

$600 million, and
pment atrbe. . : ‘

pamsgnInen A5 in the last quarter

tyre dewigned w

praduce chiser alone majﬂr new

enaridination, luur

aceounis were udded
totaling $100 million

senior cxeoulives
were named execus
tives viee prosidenis
{tedt to Tight): Rex
. Malson, opara-
vioms; Kenneth C,
Hicken, ¢peratioms;
John 8, Wheaton,
pidminjsiration, wad

annually. Service
merchandising has
hecome our second
largest business
Alan Seelenfrend, and is well on the
chigl finoneial afficer. Way to becoming a
billion-dollar-a-year operalion.

To capitalize on our fult potential as
a broad-spectram, nationwide distribu-
tion company, we will be making sub-
stantial capital investments over the

next {ew yeare, These outlays will facil- -

itate the integration of our operations
and the maintenance of our position as
the low-cost distributor. Over the past
five years, we have invested some $300
million, primﬁri]y in new distribution
facilities and compuier systems. We
estimate that capital outlays in fiscal
1988 will be about $115 million, up
from $66 million in fizcal 1987,

Over the past several years, we have
made our financial objectives known
to our shareholders and to the invest.
ment community generally. This year,

in reformatting our annual report to

N P

Neil E. Harlan
Chairman of the Board
June 3, 1987

improve the effectiveness of our finan-

¢tal communications, we have cxpanded

the F inanci:_ll Review‘-aﬁd Outlook,
starting on Page 18, "l':hils'révic_w,. which
discusses the future prospects of the
company as well as its past perform-

ance, provides more forward-looking

information. We hope this infni"mation

will be helpful to investors, iri evaluat-
ing the future prospects of the‘é;)mpapy.
Based on our assessment of the cur-
rent economic environment, our market-
place and our financial plaﬁ, we believe
the follnwiﬁg objectives to be achiev-
able over the next two 10 thi‘[eg years:
O Growth o_f 10% to 12% inlcu.i'ninga
per share bn'aﬁrage. over the period.

“This objective is based on an assump- -

tion of 5% to 7% real growth and
inflation of aboul 5%.

) A dividend payout target of 50%

of net income over lime,

0 A debt-to-capital ratio of 40%.,

0 A return on equity of 15%, based
on the above objectives, by the end of
fiscal 1990,

With the critical elements of our
distribution network in place and with
our human resources and financial
strength, we are well pozsitioned to

achieve these goals.

T t0 7l

Thomas W, Field, Ir.
President and Chief

Executive Officer
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SERVING
AMERICA'S
INDEPENDENT
RETAILERS

To compate in today's complex
world of mass markeaeting,
ingdependents increasingly rety
an McKesson's distribution
and markating expartize

for marchandise selection,

sarvices and support.

The Glentrivs —
{ehave, clockwise
froa Welt) oy,
Seott, Marie, Chuck
iennth Tin — Leatoers

cutitpelilive priccs

ansd a biwast mrevchiam-

thise yelocrion ¥

phiced by MeBesson ut

Super Snve Bengs in
Spobone. Wash,,

'WlH'I"' CATEIEIIE T LA

Mhepe Suedan (vight)

rarys wlber Cey il

L greal service dhy-

thne. Whon yow've
sich, that curr sk

ol e dlifference™

he Arnevican landscape has
changed radically since Samuel Adams
described us as “u nation of shopkeep-
ers” on the eve of the Amevican Hev-
olution, McKesszon has been on the
leading edge of change for much of that
200-year span, serving the aeeds of the
nation’s independem retailecs.

For many of today’s shopkeepers, the
corner slove has moved to the =hopping
center. But when you ask these hardy
entrepreneurs what it takes to make it,
the answers haven’l
really changed: love
of the work; know-

ing their neighbors and customers: hir-
ing good people and treating them: with
respect; courage to tike risks and

reap the rewards: fong hours, stamina
and patience; a good business plan,
and mast of all, u strong beliel in the
Amerncan dreaim.,

In the complex workd of mass market-
ing, today'’s independent retailers -
areasingly rely on the distrifsution and
marketing experlise of McKessan for
merchandise selection, services and sup-
porl 1 keep them one step ahead in a
demanding, competitive retail market-

place, and to help them live their dreams,
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THE BOY FROM TWO DOT, MONTANA

“The American dream reallv can
come true,” says 49-year-old
Chuck Glennie, standing in front of his
14.,000-square-foot siors, Super Save
Drugs, in Spokane, Washington.

“Because it's my own business, |
have the chance to treat people the way
[ think they should be trested and to
call my own shots. My staff and T aren’
trying to please someone else; we're
just trying to please our customers.”

A pharmacist for 26 years, Glennie
worked first {or a chain store and then
for lwo independentz belore siriking
out on his own. In 1978 he acquired
Super Save Drugs and revainped the
entire store. “Now 1 tell my people,
“You put your touch i things, buy what
vou think is right, manage your depavt-
ment tike it's your own.! They doa
super job.”

Today, Super Save Drugs is the quin-
tessenlial drug emporium, with annual
salez of more than $2.25 million.
Located in a thriving shopping strip,
Super Save offers everything from phar-
macewicals to pantyhose, garden hoses
o greeting cards.

A McKcsson customer since he
opened, Glennie says that McKesson
services like the Economoest sutomated
vrder-enlyy system and Valu-Hue, thi
nation’s largest voluniary drugstore pro-
gram, have enabled him (o compete
with the chains, In fact, Economost
was a major factor in Glennic’s decision

1o choose MeKesson as his wholesaler

)

Attracted to MiecKesson naarly

10 years aga by its Ecoanomost

avtomated order-antry aystem,

pharmacy owner Chuck Glennie

Syl

in 1978, “Every

"ECOnOmost was an

action information

absoiute Hfssaver then, and we

week | was spend-
ing 25 to 30 hours
huying OTCs (wver-the-conmer prod-
ucls) and cosmelics from all the direct
salesmen, pricing them and getting
them anto the shelves. What a horren-
dous tazk!” he recalls. “"McKesson
came up with a solution: Economost.
It was an absolute hfesaver then and
we contdn't survive without it ngw”

McKeszon also handles his third-party

¢laims processing, supplies drug inter-

cauldn’t survive without It now.”

and provides pri-
vate-label produets
and in-store promotional programs,
Good service, too, is something he
says he can counl on. “When we need

czoom! MeKesson's herel”

something. .
Fharmacv competition iz keen in
Spokane, according to Glennie, Seven
mujor chains operste pharmacies in his

aren. Scemingly undaunted, he says,
“We make sure our prices are right and

our service is unbeatable.”
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Glennie says that increasingly bis
real competitors are health-maintenance
erganizations {HM(s) that contract
with drug manufacturers and pay tower
prices for some pharmacenticals. A
rmember of o slate-wide preferred pro-
vider arganization (PPO), he believes
that stff competition in prescriptions
should “cncourage drugstore owners to
bz more aggressive about merchan-
dising the front end
ol their businesses.”

Move than 73% of

Super Save's business is from the

“front enel™; over-the-counier remedies,
health and beauty aids, gifts, sundries
and video rentals. Prescriptions accoum
for the remaining 27%. This mix

is nearly the reverse of the average
independent pharmacy.

Clennic’s three sons are: following
closely in his footsteps. Gary, 26, a
pharmagist, runs a North Spokane drug-
! store co-owned by
the Glennies. Scau,
25, a CPA, created
a special computer
program o monitor
the stove’s profitabif-

ity. Tim, 20, is a pre-
Linn Pitts (keft) pharrnacy student at
favars Wik .
Supermarkeis? con- 0“‘-}}0" State,
venience and low {(Ohserves Glennie:
firices, b i’ their . ) .
Frisnlly service turi Sure, this business
keeps her and daugh- 5 iﬂllgh and com-
ter Clara comimg

bock, T Woands—

tahove, cluckwise

petitive. But 1 ook

at my family and all
from ledy Cirris, . .
Josm, Do, Jer, Dan, the people knocking
8e., Bertha, Jeff und  themselves oot to
Shelley = vpirate u
$20 willivn-a.year

wrnrery business in

make things go and

| realize, gosh, I'm
Kiswonri, with
MeKessun's MME

peavhiling oearty ull

one incredibly lucky
guy.” Adds Glennie,
the noafoads, who Bréw up o a
catlle ranch in tiny Two Dot, Montana,
“1 wouldn't want 1o spend my life any

other way,”

GROWING UP N A SHOPPING CART
By contrast, Don Woods, Jr, was

literally born inte the grocery
business and he tukes it in stride when
folks in Bolivar, Missouri, tease him
good-naturedly about growing up in a
shopping eart, That's because he was
Jjust two years old when his parents,
Bertha and Don Woods, 5, bought
their first country grocery store,

Today the Woods Supermurket em-
pire has blossemed into a $20 million-
a-year business of five stores with 225
employees and & restaurant in sonth-
west Missourt.

'The senivr Woods, 68, manages 1he
flagship store in Bolivar. Bertha. 68,
runs the family operalion in Buffalo.
Don Woods, Jr, 42, and his wife, Joan,
39, operate the Woods Supermarket
in Stockton and two businesses in
El Dorade Springs.

A third generation of the Woods
[amily—Chris, 14; feff, 11, and
Shelley, 7—is already learning the
grocery trade.

For nearly 30 years, the Woads fam-
ily has relied on Mass Merchandisers
(MMI} to case some of the competi-
tive pressure by handling their health
and beauty aids and general merchan-
dise. MMI's }Jim Beshears and Seott
Smith order, price-label and merchan-
dise virtually all the Woods™ nonfoads.
MMI also advises Woods an market-
ing slralegies and prepares inventory
and management reports. “The tough-

st thing aboul competing today,”

i
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savs [on Woods, Ir, “is being able

10 acquire merchandise as cheaply as

the chains do. MMI has taken cave

.
of us for years with the right price and

pood variety.”

Nearly hall of all health and beauly

aids are now purchased in supermar-
ketz. MM supplies the Woods from

a $100 million inventory of more than

26000 items, including health and

heauty aids, bousewares, pet supplies,

stationery and specially foods. Stan-

ing with a 12-foot section in 959, the

Woods now devale 300 feet Lo non-

foods. “Profts in grocery get shorter all

the tirne while marging are improving

on general merchandise and health and

heauty aids.” explaing Don Woods, Sr.

The Wonds™ are extremely price-

conscivus and MMI has been able to

help them compete
with nearby chuins.
“We helped them set
up their pricing sys-
tens and belp keep
ther current,” says
[ale Williams, MMI
district sales manuager.
“In addition to
pricing,” suvs Don
Woods, Ir, “eus-
lomer scrvice is the
kev 10 shecess in
this bmsiness. Char
people freal our cus-
tomers like they
want to be treated.
1 think that gives us

the uhimate edge”

Sparkley’ Fiu
Clark makes o bi-
weekly delivery Lo
Carod Morreale’s

dhayosre oelefoer Hy

Teviue, Cobif, (right).

“Thix poh." pavs
Charki, “rbowk me,
st single hrepds
it 10 oo iy
Fuenbby {hastesw} eener-
Cartniabe,™ e pabeda
thist Benthng ek
thaer cortyprrtitlct in
capder Mwlton you
Teat o i ntepurion

prodect,™

) LOVE BEING THE SPARKLETTS MIANT
A independent merchant of
another kind is Jim Clark, a
Sparkletts Water roule sales representa-
tive in Southern California, For nearly
seven vears, Clark, 31, has delivered
Sparkletts drinking waler to some 850
commercial and residential coslomers
in fast-growing Crange County, Co-
winner of the American Bottled Water
Bales Representativee of the Year award
lasl yeur, Clark wus selacted for altraci-
ing new customers, increasing sales
andl compiling a perfect safely record,
Of ali the jobs at McKesson, his is

among the must entrepreneurial. Paid
on conlimission, route sales peeple eam
on average $37,000 a year and high
perlormers can reach $54.000.

“The nice thing about this job is that
vou can make as much money as vour
strength, encrgy and determination
allow.” Clark says. On aversge, he hefls
150 five-gallon bottles a day.

Competition among the nine Orange
(ounty boltled water companies is
fievce, Clark says. “If you don’t develop
a rapport with people and give them
top-noteh service, it's eusy to get

knocked off”

—
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In that environment, how daoes he

hold his own? “By being friendly and
consistent and showing some genuine
concern for my customers.” Beating
back the competilion is casier, he adds,
“when you have a superior product.”
Clark lives in Riverside with his wile,
Tina, and their six children. “This job
allows me, as a single breadwinner,
to keep my family comfortable.
“Besides, | love being the Sparkleus
man,” Clark adds. “Our TV advertis-
ing has given us almost that ice-¢resn .
man magic when we drive through a
neighborhood.”
“NO8ODY CAN FIRE YOU*"
Rmming your own business has a
different set of rewards for John
Valenty, 66, and his wife, Jo, 59, at
Pusadena Disconnt Liquors on the oul-
gkirte of St. Petersbhurg, Florida.
“Number one, you're your own hoss, so

nobody can fire vou,” jokes John Valenty.

An unspoken reward is the oppor-
tunity it gives them and their two sons
to work clogsely together. In the eavly
1960s, when the Valenlys bought their
first packuage store, the couple was vir-
watly inscparable. As soon as sons Bob
and Jim were old enough, they started
helping out in the store. Having huilt
up 2 thriving business, John Valenty
sold it In 1980, his son, Bob, now 33,
convineed him to open a new one.

The family’s close involvement in
the husiness is evident 1oday in their
2,500-square-foot store. They arc hav-
ing “a whale of a lot of fun” watching
the four-vear-okd husiness started virtu-
ally from scratch soar to nearly $1.5 mil-
lion a year in #ales..says John Valeny.

“Tt may sound corny,” Jim Valenty,
37, adds, “bul our slogan has alwavs
been, *We're not here to make money.
We're here to make friends.’ * Interects
his father, “Besides, the monev usu-

ally foliows”

John Valenty isn't
} overly concerned
with the competition.

“1 can knock off a

Customer Larey
Mooty (befd) likes
the eMnemnk v py-

dollar or two and
meet anybody's price.

ive From Pasadena

Maost of my com-
Discount Liquory’ . ,
owitees Jeoatsl Folin petitors can't do that
Vabenty (abrave, because they vperate
fraat} il sone Boi
vk Jin {roar), A

MeKvasut tasbimer

on a set mark-up. |

can do it because I'm
far 200 years, the owner and { know
Jowo Volenty sxye,
UM Kevaon was what it cost me.”
v o e whion I
wis hiying 20 cases
of verdhit 2 monih.
Mow | by 400"

But beyond price,
the personal touch
sets their operation
apart—whether it's going over to the
shelf to show a customer a special bar
gain, inquiring about a customer's kids
or passing oul some of Jo Valenty's
hors d'oeuvres.

Along the way, the Valentys have
benelited from the support and advice
of their McKesson sales reps. “Back 20
yoars age, when { was new in the liguor
business,” says John Valenty, “they’d
give me pointers, especially for holiday
buying. Now, when I need a special
dizplay or help with my ad, (MeKesson
sales rep) Sam Castellano or (McKesson
general manager) Bill Finney gives me
a hand. Plug, if 1 need Monday deliv-
ery, they'll wake rare of me. Since that’s
when my ad breaks, | need a whole-
saler who'll have the product here when
my customers show up to buy it. You
know, McKeason was good 10 me when
I was buying 20 cases of vodka a month,
Now I buy 400.”
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RECORD

PROFITS REFLECT
MCKESSQON'S
MARKET
LEADERSHIP

Over the past five yeaars,
reavanusas have increased at
a compound rate of 1B% and
oporating profit 14%, reflact-
ing McKesson's focus on itg

rola as the primary distribator

in the retall marketplace.

10

evenues and operating profit
of McKeszon reached record levels in
fiscal 1987, reflecting the company’s
leadership in America’s trillion-dollar
diztribwtion industry and the strength
of its Armor All Products Corp. and
PCS, Inc., subsidiaries.

Revenues increased 189% 10 $6.7 hil-
lien [rom §5.7 hillion and operating
profit roze 10% to $231 million from
F$209.6 millinn. Over the past five
years, revenues have increased at a
compound rate of 18% aod operating
profit 14.9%.

Drug & Health Care, MeKesson's
largesi operating segment, increased
operating profit 7% o $118.9 million
on revenues of $4.8 billion, an 183%
incraase. The totals include the resules
of McKesson's PCS subsidiary, proces-
sor of third-party prescription claims,
which posted a 54% increase in operal-
trg profit to 15,6 wnillion on « 38%
revenuc gain o $54. 5 million.

The General Merchandise segment
recprded revenues of 8880 million, up
53%, and operating profit of $48.1 mil-
lionn, up 29%. The iucrenscs were par-
tially due o acquisitions. Included are
the results of 1the Armor Al Produets
subsidiary, maker of Armor All Pro-
tectant. which increased revenues 18%
to $107 million and operating profit
20% 10 $35.8 million.

Olfnttl'nﬁng pruﬂl of the Bt:w:m;.',(: Kegr-
ment increased 4% 10 $64 mitlion on
the strength of the performance of the
MeKesson Water division. The bottled

waler unit reported a 17% increase in

operaling profit to $34.2 million on a
8% increase in zales to $181 million.
Total revenues of the Beverage segment
declined 49 to $957 million, due to
Lthe disposition of unprofitable wine and
spirits wholesale houses and lower sales
of irnported products as a result of price
increases stemming from the decline of
the doltar and highcr excise taxes.

“Qur results conbrm our decision in
the early 19805 1o refocus McKesson on
distribution,” says President and Chief
Executive Officer Thomas W Field, Jr
“This role is a natural extension of ouy
pasition as supplier of drugs and health
und heauty aids 10 independent phar-
macics and food stores,”

Field, wha succeeded Chairman Neil
E. Harlan ag CFO lazt July, sees the
company “ideally positioned” to take
advantage of the changes in distribu-
tion resulling from shifting demograph-
its and shopping patterns.

“The lines between retail outlets are
being erased by consumer demand for
product variety and the convenience
ol one-stop shopping in huge comba
stores,” Field says.

Recognition of this majar shift in
retailing led MeKesson (o begin redi-
recting ils strategies in the early 1980s,
Today, McKeszon serves 120,000 of
America’s drugslores, groceries, hospi-
tals, veterinarans, mass merchandi-
sers, supermarkets, office products

dealers and wine and apirits relailers.
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In its core whole-
sale drug business,
McKesson has a
leading share of the
$16 billion-a-vear
markel, Overall,
whalesalers account
for about 64% of pharmaceutical sales
and theiv shave is expecied to con-
tinue o grow,

“As the leading wholesale drug
distributor, we can offset pressures
an marging by reducing operating
expenses and increasing productivily,”
Field says. “This ability is critical in
distyibution, with its narrow margins.”

McKesson has made a $50 million .
investment in 14 new drug distribu-
tion cenlers in the past six years and
bas earmarked a like amount Tor addi-
tional facilities over the next 1wo years,
The company is tesiing satellite com-
munication 1o further modernize its
high-technology network and is devel-
uping advanced distribution systems to
achieve even more significant produc-
tivity breakthroughs, Field adds,

“Our commitment o technology, and
our $125 million investment in com-
puter systemsa, have enabled our whole-
sale druy operations t increase over-
all productivity at » 17% compound
annual rate over the last decade,” says
Field. “Or office productivity was
twice that of the industry average and
our warehouse productivity was nearly
50% above the industey average in
1985, 1he latest vear tor which figures

are available,”

e Sprhans indepeden
pharmaey cwaser Chaek
Glentde (Feregeamed)
savy that Mo hosson servs
yiong Fike Economal
audattealed arderaeuley
ami Vola-Rite enable him
o conpete witke thee
chaing, Backing hin: up
are {lefl e ripght)
MeKesaon's Jola Aves,
order Jiller; Randy
Wilvox, driver; Laurie
Hnnvt‘r‘, nnruputrr e
supervisnr, ol Wayme
Scheerks, retad aceotnm
HIEAZY,

Field notes that MeKesson has
trimmed i3 drug distribution centers
from 90 in the mid-1970s to 54 today
ard opened its first of a new generation
of comho warehouses in Momphis
in April. The 270,000 square-foot
facility will house the company’s drug,
Valu-Rite, veterinary services and
ofhce products operations.

To achicve ils long-term goals,

M Kesson is executing four key sirate-
gies in positioning iisell as the primary
distributor in the retail markeiplace:

O Integrating acquisitions with core
McKesson businesses Lo develop new
markets and to expand market shares,
0 Creating a stronger, lower-cost disiri-
bution business through commeon data
processing systems, warchouse mecha-
nizalion, combo facilitics and joint pro-
curement and markeling programs.

U lncreasing sales and improving
prufit margins by building on
MeKesson's finaneial strength, sive
and diveysity.

O Combining staffs and functions Lo
improve: efficiency and profitability,

"We've Jusl hegun nuplementing
these measures,” Field says, “and we
have a long way to go, but they will
result in a morc market-focused, move
customer-ariented, more efficient and

more profitable business.”

DRuUG & HEALTH CARE
SETS RECORDS FOR
THIRD YEAR IN A ROW

McKessor’s Drug and 1lealth Care busi-
nesses achieved record revenues and
profits for the third consecutive year.

McKesson Drug, the company’s
largr:s.( unit, concenirated on attract-
ing new independent drugstore cus-
lomers, adding more than 1,000 for
the third year in a row.

*Our wholesale drug business
accounts for about 709 of McKesson's
revenues and about 429 of its profits,”
notes Rex R. Malson, executive vice
president of operations. “Even as the
company expands into new areas of
cistribution, we're paying close atten-

tion to the custerners in our gore busi.

PRUG & HEALTH CARE -
REVENUES (in hillinm)

] 1 a5

DRUG B HEALTH CARER—
OPERATING PROFIT (in 1milliens)
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Whotlesala drupg addad over

1.000 new independant cus-

tomers for third straight year;

PCS profitz soarod as emphazis

an containment of health cara

nesses, especially
the independent
pharmacist. who faces tough competi-
tion from all directions.”

Of the mation’s 35,000 independent
pharmacies, MeKesson serves about
14,000, which aceount for nearly 55%
of the company’s whalesale drug busi-
ness. Independents are critical 10
MecKesson's suceess as they fill about
60% of all retail prescriptions.

“We provide virtually everything the
independent pharmacist needs o be
succesaful,” Malson says, “inclinling a
growing menu of inventory management
services, private-label products, mar-
keting assistance, promotional mer.
chandise and mansgement support
services.”

McKesson has redesigned and
strengthened its Valu-Rite voluntary
retail drug chain, attracting new mem-
bers in record numbers. Membership in
Valu-Rite. the fargest association of iis
type, soared to 2,500 from 1.908 in fis-
cal 1987, with its members accounting
for abowt $525 million of McKesson's
wholesale drug volume, up 17%.

“The dollar amount of business
from Valu-Rite pharmacies is growing
about 33% faster than our other inde-
pendent retarl accounts,” points out
McKesson Drug President Joseph E,
Polastri. “That’s evidence that inde-
pendents ave finding that Valu-Rile
programa and produets beost their sales

and profitability”

12

Valu-Rite includes

coats continued to increase.

redesigned store

identily packages, a highly popular
gireular 1o generate slore traffic and
a privale-label line that includes vita-
ming, shampoos, toothpaste, ointmen
and a wide range of other products.

“Private-label producta offer shap-
pers good values while vielding better
matgins for our customers, a major
incentive for retailers to display and
promote them,” Polastei says, “We've
gone from 75 Valu-Rite products in
1979 to more than 150 today, and we're
mtroducing another 20 or so this year”

McKesson also expanded s
Medalist private-label line for inde-
pendent phartacies and strengthened
its “Great Valu$” programs which pro-
vide special-buy merchandise and in-
store promotional snpport 1o help inde-
pendents compete more eflectively.

McKessaon is alsa continuing its focus
on America’s hospital induostry, In fiscal
1987, McKesson had hospital sales of
ahour $650 million. Hospital sales
represented 18% of wholcsale drug sales
and thig share is

expecied to con-

tinue to increase,
“The: hospital
industry is very
allraclive,” says
Polasiri, “in spite

of the fact that i

Mass
| Brl:hamlisers, In,

15 a narrow-margin business with
ongoing pressures to reduce costs while
providing quality care.”

In response w0 these pressures,
McKesson provides computerized
order-entry and order-confirmation sys-
tems, mansgement reports to assist in
cost and investory control and (imely
deliveries.

“Because huying from a wholesaler
iz moare cost-effective than direct pur-
chases from manufacturers, hospitals
are changing their buving patterns”
Polasirt notes. “As a result, wholesalers
have a 65% sharc of the pharmaccuti-
cal buginess in the hospital drug mar-
ket today, and that share is expecied to
continue growing.”

Early in hscal 1988, McKesson
combined three operations serviag
the home health eare feld indo 2 new
unit, MrKesson Home Bealth Care,
with revenues of $72 million. The
unit manufacioves and distributes
durable medical equipment and home
health care supplies and provides
management services 10 dealers.
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Service merchandising attracted

£100 milion in new business

in final months of tha ysar as

ratailers responded to rising

demand from consumers

“Although tighter
governmenl regula-
tion of home health
care has slowed the indusiry’s growth
in the past few years, the continued
aging of the nation’s popudation and
efforls 10 contain soaring medical costs
make this a highly attractive indusiry
for companies that are willing o make
s Jong-lerm commitment,” says Joha B.
Robinson, president of the unit.

With growing emphasis on workplace
safety, Zee Medical reported another
record year, with revenues lopping
$38 million. Zee services mare than
300,000 commernial accounts, install-
ing and mainlaining a wide range of
first-aid cabinets and safety prodocts
for the construction, {ood service, com-
mercial and manufacluring industries.

MecKesson entered the veierinary
supply business in fiscal 1984 as an
extension of its whaolesale drug opera-
tions. Today, McKesson Veterinary
Services is the largest distributor in the
industry, serving 33 slates, and re-
ported record revenues of $76 million
in fscal 1987, a 55% increase. “Our
goal 15 Lo hecome a nationwide distril-
utor,” says Richard L. Hagen, presi-
dent, adding that the billion-dollar-a-
year industry consists mainly of small,
loval uperatins, The company is testing
an automated onder-entry system, an
indusiry hrsl.

PCS continued its record growth,
solidiying ils leading position in the
rapidly growing preseription deug

claims processing business, Over the

for variety and convenience

past five years, PCS's

revenucs have in-

of onea-stop shapping.

creased at a com-
pound rate of 26% and profils 47%. PCS
sold 13.8% of its outstanding shares in
an initial public offering last November.

Nearly 14 million people in the U.5.,
Canada and Puerie Rico use the PCS
card, which is honored by 60,000
pharmacics, 90% of the drugstores in
North America. PCS lists some 100,000
companies as customers, including one-
third of the Fortune 500, Among tls ch-
ents are the nation’s larges! insurance:
companies, which sell PCS programs to
employers as part ol oversll medical in-
surance packages. Today, 180 inzurers,
38 Blue Cross/Blue Shield organizations,
50 health maintenance organizalions,
seven preferred provider organizations
aud 300 labor unions, welfare funds
and companies that administer their
own empleyee health care plans are
PCS customers. In fiscal 1987, PCS
processed about 58 million claims,
totaling u record 3843 million,

“We've very aptimistic about the
future,” says Donald B. Dahliu, PCS
president, “as the emphasis on contain-
ment of health care costs increases.
We're the leader in our segment of the
health care business, and over the last
fivee yeurs the number of PCS card-
holders has increased at a 22% com-

pound rale, 399 in the last year alone.”

SERVICE MERCHANDISING,
ARMOR ALL SPUR GROWTH

Created in fiscal 1987, the General
Merehandise segment provides a wide
array of consumer products 1o super-
markets, combo stores, mass mer-
chandisers and office products dealers,

Spurred by the rapid growth of the
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service merchandising unit and the
Armor All Products subsidiary, the seg-
ment has become a major contributor 1o
McKesson's profitability and prospects.

McKesson entered service merchan-
dising in fiscal 1984 and ts already the
ieading independent distributor of gen-
eral merchandise and nonfood products
to 13,000 customers in 48 states.
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Service merchan-
dising revenues
reached nearly
$565 million in fis-
cal 1987, and new
aceounts totaling
more than $100
million on an anpualized basis were
added in the last few months of the year,

"We've only seratched the marker’s
potential says R. C. Anderson, presi-
dent of MeKesson's serviee merchan-
dising aperations, noting that nonfood
sales by groceries ¢limbed 10 more
than $17.5 billion in 1985, far above
Ihe $4 billion sold in the 1960s.

“Consumer demand for one-stop
shopping is driving the growth,”
Anderson says. “Retailers arc respond-
ing with larger stores and are devoting
more space 1o nonfoads as the prod-
uct category grows al a faster rate than
foods and offers them higher profu
margins.”

Anderson says supermarket opera-
tors are familiar with buying in case-lot
and larger ammints, while slower-
maving general morchandise and spe-
cialty food items are most elficiemly
purchased in smalier numbers.

“Our people are experls al this tvpe
of product mansgement,” he continues,
“and grocers look to us to handle these
products for them so they cun concen-
trate on the food bnsiness. Qur people
handle the selection, warchousing, dis-
play and delivery of nonfoods.

“With McKesson carrying the non-

B hueenele hattiesd
witer uriders fne

[iis B85 Southern
Cabilssvhia ceslceenares,
Simrklvtlb’ sules rep
Jim Clark {frorb) ibe-
peoeds o (elackwise,
Team beft) Michelbs
Preciah, foate nes
countim Greg Sims,
rales supeevisor; Kelly
MeKeever, ebecspic
vaaler sules; Kichard
Norenn, ol S
Copsbirns, warketing,
aml Kaworn Webnter,

pradection,

food inventory, supermarkel uperators
aan Iree up capital for new stores and
medernization. With our inventory of
more than $100 million consisting of
26,000 products, we have ihe buying
power and variety of the largest chains.
These strengths provide our customers
an important edge in the fiercely com-
petitive grocery industry.”

As pant of its expansion, McKesson
service merchandising is introducing
the Valu-Star line of private-labe) prod-
ucts, starting with health snd beauty
aids, and is expanding its specialty
foods lines,

Armor All Products’ record year
reflected the company’s aggressive mar-
keling streategy for its Armor All
Protectant, the leading automotive
profectant product,

Armor All became a public company
last October when 16,79 of its shares
were sold in an initial publie offering.
Over the past five years, Armor All has
recorded a compound growth rate of
18% in revenue and 28% in profit.

Armer All continued to identify new
markets in fiseal 1987, focusing on the
sutomatic carwash, marine and indus-
trin] segments, as well as inlernational
markets, “We also successlully intro-
duced Clean Start, our new cleaner

prodact,” sayvs Jeffrey M. Sherman.

Armor All president. “Clean Start is
the first step in broadening our product
line and lessening reliance on Armor
All Protectant, which holds an esti-
mated 0% market shape™

With sales, off slighily 10 $178 mil-
lion, the McKesson (Mhce Products
unit operaled at a loss in fiseal 1987,

“We've committed considerable
resources lo our office products opera-
tion, building for the Jong run,” savs
Hubert B, McMorrow, division presi-
dent. “We've expanded, refocated and
modernized facilities, resulting in
unused copacity because of the general
slump in the industry.

“We've also invested in order-entry
compuler systems and are working on
improving our inventory management
while sharpening our pricing strategies.
We believe in the long-range potential
of the business. and we're drawing on
McKesson's distribution expertise to

strengthen our operations,”

BOTTLED WATER UNIT
SHOWS IMPRESSIVE GAINS

Another record performance by ils
Water division led McKesson's
Beverage segment to a new high in
profitability.

“Fiscal 1987 was a great year for our
water business,” notes Executive Viee

President of Operations Kenneth W,
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gottind water gales ro3e 8%,
profits 17 % 1o rocord levels,
leading Beverage operation®
1o new profit high, offaatting

decling consumptian of

Hicken, “and a good
year for wing and
gpirils, althongh that industry is in

a state of Aux due w changing con-
sumer trends, the smpact of the decline
of the doliar on imports and consali-
dations at the retail, distiller and dis-
wibutor levels.”

McKesson's Mhambra, Crystal and
Sparkletls pyrands of bottled waten,
which make the division the nation's
Jeading supphier of 5-gallen holiled
waler, BEFvE OVver 500,000 residential
and commexcial accounts 1n Califurnia,
Arizona, Texas and Nevada.

“With growing emphasis on pack-
aged water sales, we had 2 growth rale
of more than 20% in our 1- and 2.5
gallon packages sold in vetall SLOrCH, A8
well as improverment in our Agua-Vend
water-vending business,” $ay8 Douglas
E. Nelson, Water division president.

Ln ancther Move aymed at capitalizing
on the retail market and on the boom
- seltzer products, the Water division
is introducing a amigue selizer package
that could revolutionize the market.

For P the pradbaees
Yy CuEHOIRIFS eall {or,
Flarida liguer sl
awner Jalin Valenty
{rear, conter) pelics o8
Mellpsoun Wine &
Splrina {elarhwice,
Frupie Fromt) shereitl
ok, crreretndinins
Sharun Mz nsc ey,
wurchowse Wilie
Unrhidle, customite Aoy
jegs Tina Blenifyswiy,
compiter operatioms;
B3ill Faris. deivee. wnd

S Canetiano, sabtsr

wine and spirits products.

“The package 18
made of plastic and
jneorporates a reusable plastic nozs
zle) Nclsfm SAYS. “The bottle jeeld
remains sealed. retaining carbomation
after its imvial use.”

Revenues from wine and spirits’
wholesale, import and domestic pro-
duction operations declined 7% to
%776 million and operating profit fell
74 10 $29.8 million.

McKessom Wine & Spirits continued
concentrating on strengthening 118
wholesale operations in well developerd
markets, say% Rohbert 5. Viscount,
president of the unit that gerves nearly
40,000 customers in 10 states.

“whe industry has seeh coniinuing
drops In consumplion of gpimits as @
cesult of changing lifestyles,” he says.
whhere is alse a greet deal of consolida-
vion taking place and independent
liguor stores are heing bought oul by
chuin cnpcratiuns."'

1 the Face of coftening rends,
increased competition anl a sharp
deching in the value of the dollan wine

| and spirits imports

" René Junot wincé,

Ballantine’s scotch
and Mount Gay
« Rum increased

market share-

BEVERAGE-~
REVENAUES tin billiunsl
falelatintimib St

%1.2

e —_

B3 2 85
BEVERAGE—
OPERATING PROFIT {in millinnel

370

83 B

Wie cunsider wine and spirits an
excellent business overall, with good
cashilow and 4 high return on invest-
ment” says Field, adding:

w\fee imtend 1o be the leading factor
in the markets we serve.

“Everything we do, in every 58"
ent we serve, 19 desianed to build on
McKesson's position 2 America’s Jead-

ing, distributor of copsumer products.”

———

—
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SIX-YEAR HIGHLIGHTS

REFPORTING SEGMENTS

{dollarx in millhions)

1987

1986

1984

1 Mer yanets of the vegmont,

2 Revenues divided by avernge cepial employad,
3 Operating profit divided by average capital emploved.

16

Yoars ended March 31 1985 1983 1982
Drug & Haalth Care
Revenues o ‘ .
Drag & Health Care $4,774.4 21,0305 - $2.818.0+ $2,443.7 $2,135.1 . §1,870.2
PCS ' 54.5 39.4 o aLB © 208 219 16,9 .
Total 4,828.9 4,078.9 2,849.8- 2,470.5 21570 . 1,88T.)1.
Percent increase 18.4% 43. 1% 15.4% 14.5% 14.39% —13.4%
Operating Profit . I o :
[rog & Health Care 103.3 10L.0 67.1 594 61.2 - f4.8 .
PCs 15.6 10.1 - 6.6 5.0 3.7 .23
Total 189 111.1 3.7 .. - 6did 64.9 . 57.1
l:’crc;l:nl Increase 7.0% 50.79% 14.4% 0. 1% 13.7% - - 2.6%
Percent of revenues 2.6% 2.9% 2.6% 2:0% C3.0% - 3.0%
 Average capilal employed! y T . : L .
Drug & Health Care €39.9 no2.5° 309.1 2168 210.9 206.5
PCS - 9.6 3.3 a0 2.8 23 . 7
Total 849.5 505.8 313.1 219.6 2132 . 2072
Turnover® 7.4 7.2 9.1 11.3 10.1 9.1
Return? 18.3% 19.6% 23.5% 29.3% 30.4% 27.6%
- Capital expenditures 33.0 25.2 16.3 223 .4 1.6
- Genaral Merchandise ‘
Revenues . S
. General Merchandise 7731 485.3 260.8 32.4 .
-Armor All 107.0 410 774 . 0.8 48.6 ‘ 45,9
Total 880.1 - 576.3 3382 102,7 48.6 5.9
Pereent increase 62.7% 0.4% 229.3% 111.3% 5.9% 11.1%
Operating Profl: ‘ : , . : S :
General Merchandise 12.3 7.3 1.0 1.2
Armor All 16.8 29.9. 24.2 25.3 1ws 103
. Total 48.% gz 31.2 26,5 11.5 . 103
+; Percenl increase 29.3% 19.2% 17.7% 130.4% 1L7% . 9.6%
Percent of revenues 6, 8% 6.5% 029 23.8%: "23.7% 22.4%
Average capitel employed? . . .
General Merchandise 236.0 129.3 60,1 - 6.3
Armor All B1.0 95.7 52.3 330 23.6. 22.0
Total 287.0 185.0 112.4 39.3 3.6 22.0
Turnover? 3.1 31 3.0 2.6 2.1 “21
Return? 16.8% 20.1% 27.8% 67.1% 48 7% 46.8%
Capital expenditures 3.5 19.8 2.8 0.2 0l 0.1
Bovearags
Revenues ‘
Wine & Spirits 775.7 832.8 886.3 219.5 873.3 : 8599
Water 1811 167.3 150.8 138.4 129.3 . 115.5
Total 256.8 100411 C 10571 10574 1,002.6 975.4
Percent increase (4.3)% (3.6)% {2.0)% 5.5% 2.8% 6.9%
Operating Profit ‘ :
Wine & Spirits 29.85 32.0 31.3 28.3 al.3 321
Water 34,2 203 24 4 21.3 14.7 18.2
. Total a84.0 61.3 55.7 49.6 46,0 a3
Percent increase &.8%. 10.1% 12.3% 7.8% (8. 3y 17.0%
Percent of revenues G8.7% 6.1% 5.4% 4.7% 4. 6% 3.2%
Aversge capitsl employed!
Wine & Spirits £80.7 90.1 266 97.6 95.3 96.7
Water 63.3 60.6 59.0 58.2 26.6 4.2
“Total 144.8 150.7 155.6 155.8 151.9 140.9
Turnover? 6.6 6.6 6.7 6.8 6.6 6.9
Return? 44.8% 40.7% 35.8% 31.8% 30.3% 35.7%
Capital expenditures 20.3 17.7 15.9 17.9 20.8 223
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SIX-YEAR HIGHLIGHTS

CONSOLIDATED OPERATIONS

{dallara and ehares in millions cxeept per share amounis)

Yeurs ended Marcl 31 1987 1946 1985 1984 1483 1982 . -
Revenues £6,871.6 §5,665.7 $4.236.7 $3.643.1 $3.224.6 $2.919.7
Percent increase 17.8% 33.7% 16.3% 13.0% 10.4% 1129,
- Operating profit | 231.0 209.6 160.6 140.5 122.4 117.7
Percent increase 10.2% 30.5% 14.3% 12.8% 4.0% 22.0% .
3 Purcﬁ;ll of revenucs 3.5% 3.7% 3.8% 1.9% 3.8% 4.0% ‘.
Average capital employed! 1,300.0 1,125.7 847.9 a58.9 8703 7931.8
Groszs profit - ’ a7a.2 8130.9 705.8 606.4 33.4 a§?.2
Petcent of revenues 18.7% 15.5% 16.7% 16.6% 16.5% 16.7%
Interest expense 44.4 41.2 22.5 7.5 231 23.2
Incomme before taxes on incpmc 172.9 1440 120.7 107.0 91.8 92,2
) Percent incrisse 20.1% 19.3% “12.8% 16.6% (0. B% 31.5%
Taxes on.income 76.4 69.9 58.3 49.2 40.5 40.7 .
Effective tux rale 44.2% 48 5% 48.3% 46,0% 441, 1% 44 1% o
" Income after taxes _
Continuing upm‘uﬁuns 94.1 4.1 6.4 57.8 al.3 51.5
" Percent increase 27.0% 18.8% 8.0% 12.7% {0.4)% 26.5% ..
Net income 8a.7 77.9 65.0 68:7 56.5 785
Average stockholders’ equity 726.4 609.4 554.1 532.3 492.3 456.9 .
Retum? 13.0% 12.2% 11.3% 10.9% 10.4% 11.3% |
Total dividends declared 51.6 16.8 43.4 425 4.3 358 . .
Dividend payout ratio 59.8% 0.\ % 66.8% 61.9% T1.3% 48.7% .
Fully diluted eammings per common share® , :
Continuing operations 2.04 1.76 1.63 1.50 1.42 ~1.48
Percent increase 15.9% 8.0% 8.7% 5.6% (4.1)% 29.8%
Discontinued operations {.09) .08 06 26 13 .59
CONSOLIDATED FINANCIAL POSITION
Customer rﬂ:ﬁiva_hlcﬁ % 5235 $ 461.3 ¥ 323.3 § 231.z2 231.5 § 220.1
Days of sales* 28.3 8.1 21.6 21.9 26.0 27.3
Inventories —LIFO cost 733.8 663.0 484, 8 17) W 340.4 323.3
Inventories — FIFO cost 801.5 803.0 601.2 4603 418.8 a79.5
Days of sales* B7.2 8.2 61.5 4.8 a6, 4 56.6
Current assels - 1.451.0 1,262.9 921.7 1398 6107 620.4
Current lizbilities 851.6 8028.1 595.5 526.3 438.0 404.2
Working capital 498.4 454.8 326.2 213.5 232.7 216.2
Percent of revenes? 7.6% T.7% T.7% 5.9% 1.2% 7.4%
Property, plant and equipment— net 347.6 275 241.0 200.1 166.9 148.8
Total assets 2,207.6 2.087.5 1,465.0 1,325.6 1,269.4 1,233.6
Total debt® 451.7 528.6 242.0 217.5 277.4 320.6
Stockholders’ equity TE2.2 69512 aol.6 02,7 510.3 481.5
Capital empioyed’ 1.311.3 1,317.8 B77.6 830.2 845.5 #45.3
Rasio of debt 1o copilal employed 34.4% 40.1% 21.6% 26.2% 32.8% 37.9%
Fully diluted sharcs? 48 2 44. 5 40.9 41,2 39.2 A7.3
Common shares outstanding? 42.6 41.0 36.0 35.7 33.4 32.0
Dividends per common share® 1.26 1.20 L.20 1.20 1.20 1.12
Book value per common share? 17.73 16.74 15.20 15.13 14.85 14.50
1 Consizis of wial deln, deferred taxes on indome, minority interest in sobsidiaries and siockholders' equiy.
2 Based! on income {tom conlinuing upeialions,
3 Restated 1o reficet the two-{or-onc sphit of the company's commeon stock.
4 Asaumos major acguisitions oceurred al bexianing of yeas
5 Total debt includes all interesi-bearing debl and capiialized lease obligations,
7
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FINANCIAL REVIEW AND OUTLGOK

" The: purpose of this Financial Review and Qutlook is 10 present
information that will promute an understanding of McKesson's paat
performance and prospects. Forward looking information is based
on the company's fiscal 19881992 financial plan which was pre-
pared by McKesson's management bused upon a set of assumptions.
These include continuation of inflation rates at curvent levels and
a stable competitive and regulatory environment in the businesses
in which the company aperates. In addition, the plun assumes
no significant acquisitions or divestitures. Management has used
its best estimates and judgments in arriving a1 these and other
assumptions used in the financial plan and considers them reason-
able in light of current information and knowledge. However, as
with any plan, actual resuits will depend on future conditions and
are therefore inherently uncertain.

Overthe five-year periad from fiscal 1982 through 1987, McKesson
restrutured itself (rom a conglomerate to a business focused on
the distribution of a wide varicty of nondurable consumer products,
Dunng this periad, the company divested its foods and chemical
businesses thal represented 37% of reported fiscal 1982 revenues,
A0% of vperating profit and 47% of the capital employed. These
divestitures generated proceeds of more than $425 million.

During this same period. the company invested almost $600

- million to acquire and expand new disiribution companies, These
included whalesate drug distributors, principally Speetro and 5-F
Drug, and the new service merchandising and office products
businesses. By 1987, 72% of revenues, 45% of operating profits
and 59% of operating units’ average capital employed related to
the drirg distribution businesses. Substantially all of MeKesson's
capital is vow invested in distribution-oriented activities.

Fiscal 1987 was a successlul year on o number of counts. Earn-
ings from continuing aperations {ur the year of $2.04 per fully
diluted share were 16% higher thun in fscal 1986, Per share earn-
ings included 22 cents of special items, refecuing the gain from
the initial public offering of PCS stock which was partially offset
by a $10 million contribution te the McKesson Foundation. Nel
income from contivuing operations was up 27% 10 $94.1 million
from $74.1 million in fiscal 1986. Return on average stockholders’
equily was 13.0%, up from 12.2% in fiscal 1986, while the debi
1o capital ratio al year cnd was reduced 1o 34.4% from 40.1% at
the end of the previous year. However, the fourth quarter results
weie below expeciations.

Earnings per share of 35 cents in the fourth quarter were 3 cents
ters than in Lhe prior year period and abuut 9 cents below expected
levels. The shortfall was primarily due to an increase in cost of
sales becuuse of significant increases in pharmaceutical prices in
the final months of the fiscal year and eertain general merchandise
inventory writedowns. The eompany uses the last-in, first-oul
(LIFO) methed of inventory accaunting, which charges the most
recent cost of merchandise purchased to vost of sales, Conze-
quently, when price increases occur late in the year, the recorded
jncrease in cost of sales cannol be recovered during the period by
raising prices 10 customers. Although the LIFQ accounting method
reduces reparted profit, it benefits the company by decreasing

18

income tuxes and thus preserving cash, The effect of LIFO in the
years siuce adoption in fiscal 1980 has been to reduce income
tazes by more than $8¢ million, thereby providing non-intereat
bearing lunds 1o finance the company’s businesses,

Revanus Growth ‘ .

Fiscul 1987 revenues increased §1 biltion, or 17.8% 10 $6.7 billion.
The table helow identifies the components of revenue growth:

Years ended March 3) 1987 1986 1985 1984 1983
Existing businesses - ‘ |
Real volume growth 4.9% 68% 3.5% 5.0% 3.59%
Price increases 48 44 48 54 69
Growth from acquired _
businesses 87 225 B0 26
Tutal revenue growth 17.8% 33.7% 16.5% 13.0% 10.4%

The practice in the distribution businesses is 1o pass on to cus.
lomers price increases from auppliérs.

Revenue of the Drug & Health Care segment increased 18% to
$4.8 billion in fiscal 1987, Fiscal 1987 revenues include approxi- -
mately §1 hillion in bulk sales of pharmaceutical products to retail
drug chain warehouses, up 30% from the prior yeur. These bulk
sales have significantly lower gross marging than the company's
other gales. The revenue increase was primarily atiributable 1o a
19% increase in distribution sales resulting from 9% real volume .
growth (ol which 4% was due o g&wlh in bulk sales and 5% from
other sales), 6% from price increazes and 4% due to acquisitions:

The 53% increase in Generul Merchandise revenue in fiscal
1987 o $8B0 million was due to a 97% rise in service merchandis-
ing sales. The guin in service merchandising was attributable to
12% in real volume growth and 2% in price increases, with the
halance due largely to the inclusion of a full vears performance of
Mass Mexchandisers, Inc., acquired in October 1985.

Revenue of the Beverage segment declined 49 to $957 million
in fiscal 1987. Revenue of the bottled water aperations increased
8% to $181 million as a result of 4% real volume growth and a 4%
price increase. Offsetting the incresse in bottled water was a reve-
nue decline in the wine and spirits businesses of 7% to $776 mil-
lion in fiscal 1987 as a result of a 14% decline in real volume
growth partially offset by a 7% increase in prices which included
the effect of a liquar excise tax increase in October 1985 and
higher costs of imponts. The decline in real volume was due in”
large measure to the sale of several wine and spirit houscs in the
second half of fiscal 1986 and the impact of the decline in the U.5.
dellar on the prices of the company’s imported products.

McKesson expects a continuation of aggregale annual revenue
growth of 0% from the existing businesses during the Anancial
plan period. Half of the growth arises from anticipated price
increases and half from real volume. In the #vent actual price
inereases differ from Lhose assumed, the company would expect a
comenensurate change in revenue growth, Modest revenue growth

-from acquisitions is expected 1o conlinue in service merchandising.
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Operating Profit and Margins
Operating profit increased in each of the compeny's three business
segments in fiscal 1987, The 7% rise in operating profit of the
Drug & Health Care segment to $118.% miltion was primarily
antributable 10 a gain of $5.5 million to $15.6 million in the operat-
ing profit of PCS. The $10.9 million increase in the operating profit
of the General Merchandise segment 1o 348,71 million was the
result of gaing in the service merchandising business due largely
o acyuisitions armd a §5.9 millien increase o $35.8 million {from
Armor All Produets. These gaing were partially offset by increased
losses in the office products disiribution business related o com-
pulerization, reconfiguration of facilitics and essentially flat sales,
It is anticipated that several more years will be required to reach
an acceptable level of profitability in office products, Operating
profit of the Beverage segment increased $2.7 million to §64.0 mil-
lion. The: tisc was due to a gain of $4.9 millien to $34.2 million
in botiled walcr aperations, offset by a decline of $2.2 million 10
$29.8 million in wine and spirits results,

The table below identifies the components of opersting margins:

1987 1986 1985 1944 1983

As a perecnt of sales

14.7% 15.6% 16.7% 16.7% 16.6%
1.9 126 3.6 137 134

(rross margin
Operating, expenac

28% 30% 3.1% 3.0% 3.2%

Operating margin

The decline in operating margin relates 1o a shaft in overall com-
pany sales mix to the wholesale drug operations which have a
lower gross margin than the company's other businesses and which
have exporienced gross margin declines. The gross margin of the
wholesale drug vperations declined from 8.2% in fseal 1986 1o
7.4% in fiscal 1987, This resulted from competition for markel
share and an increase in bulk pharmaceutical sales 10 chain ware-
houscs and hospital accounts, both of which arc a1 lower than nor-
mal gross margins. The bottom line effect of the gross margin
decline has heen parliglly offsel by improved productivity which
has reduced operating expense as a percent of sales. In the whole-
sale drug operations, operaling expense »s a pereent of sales
declined from 5.8% in fiscal 1986 10 5.3% in fiacal 1987.

Overall operating margins are expected to continue al aboul 3%.
The decline in gross marging 12 expected o moderate, reflecting
a shift in sales mix to the service merchandising, Armor All and
PCS businesses which have higher margins. In addition, enliei-
pated productivity improvernents will continue 1o reduce the oper-
aling expenze ratio,
Initial Public OHfering=s and Spaecial kems
In October 1986, the company's Armor All Products subsidiary
iasued 3,500,000 common shares to the public resulting in net
proceeds of $40.2 millien and reducing McKesson'’s ownership
inlerest to 83.3%. This capital transaction increased consolidated
equity by $30.4 million. In November 1986, the company sold
2,000,000 common shares of its PCS subsidiary to the public,
reducing McKeszon's ownership mierest 1o 86.2%. The company

received net after-lax proceeds from the sale of $7 million, result-
ing in a $15.6 million after-tax gain.
At the time of the PCS stock sale, 1the company made a $10 mil-
licn special contribution te the McKeszon Foundation, which par-
tally offset the $23.1 million pretax gain recorded on the stack
sale. The gain on the PCS stock sale and the special contribution
have heen classified as special items in the company’s financial
statements. The net effect of these special items increased pretax
incoms by $13.1 million and net income by $10.6 million, or 22
cents per share. ‘
Digcontinued Operations :
Dring hacal 1987, McKesson sold its chemical businesses. Prior
ycars financial information has been restated to include the chem-
ical businesses in disconlinued operations. The hscal 1987 $4.4
millios after-tax loss in discontinued operations includéed after-tax * -
income of §2.3 million from operations and an after-tax loss of
$6.7 million on dispositions, Approximately half the loss on dis-
positions resulted from the zale of chemical -operations after provid-
ing for cleanup costs at certain storage and disposal sites and
other rerained liabilivies, Alao an additional provision was made
for potential multiemploeyer pengion liabilitics relating to the com-
pany's former dairy operations divesied in fiscal 1983,
Capital Expanditures '
Capial expenditures by major businesses were as fallows:

Yerure etided March 31 (in miltiona) 1987 198587 Avg. -
Wheolesale Drug, 3?7 $21
Genem] Merchandise Distribution 8 10
Water 13 16
Other 13 19

Total %68 60

Annual capital expenditures tn the Anancisl plan are expected o
suhstantially exceed the average spending levels of the past three
years, Plans include the construction of seven distribution centers
combining various drng, service merchandising, office preducts
and wine and spirits distribution operstions. These distribution cen-
ters will range in size from about 150,000 squars foct to 600,000
srpuare feet, and will tncorporate state-of-the-art materials han-
dling systems that are expected to significantly improve productiviry.
Actna) futurs expenditvie levels will depend on construetion tim-
ing, realized volume growth and operating performance. .
Opearating Working Capltal

The following table identifies year-cnd operating working capital
(rracle receivehles piug LIFQ inventory less trade payables) as 4

percent of sales,

1987 1985-87 Avg,

Years ended Morch 31 (in millions}

Whelesale Drug, 8.2% 7.9%
{General Merchandise Distribution 17.0% 17.9%
Wine & Spirits Thsirtbution 86% . B87%
Total Company 8,3% 9.2%
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FINANCIAL REVIEW AND QUTLOOK (Cont.)

At March 31, 1987, McKesaon's investment in operating working
capital waz $616 millien. Opurating working capital as a percent
of sules is expected to decling during the plan period as a result of
improved receivables management, greater inventory turnover and
- ineressing LIFO reserve, along with an increase in the relative

level of accounts payable.
Caghflow

Cashfiow before financing activities, scquisitions and divestitures

was as follows:

Years cnded March 31 fin millians} 1987 198587 Avg.
Cash from operations before
working capital changes $128 $127
- Working capital chunges {61) (57)
Operating cashfiow 77 70
Capilal expenditures—net (60) (&0}
Operating caghflow after
capital expenditures 17 10
Dividend distributions (54) (18)
Net $@37) 338

During the five-year plan period, operating cashfow is expected
' toinercase due fo highes profits and lower anticipated working
capital additions, These favorahle cashRows are expected to be

partially offset by higher capital expenditures. The resulting oper-

ating cashflow afler capita) expenditures is expocted to approxi-
~ mate planned dividend distribulions during the plan period.

Capitallzation
The company's capitalization al March 31 included the folowing:
{in millions) 1887 1986 1085
Short-term horrowings £ 151 § 513 § 721
Term debt 361.5 378.9 87.0
Convertible debt 75.1 9.9 82.9
Total debt 451.7 528.6 2420
Deferred taxes and
minarity interest a7.4 23.4 710
Sinckholders’ equity-—net, 763.2 695.8  558.6
lotal capilalization $1.311.3  §1317.8 $877.6
Debt to capital ratio at
Mareh 31 34.4% 40.1% 27.6%
Average interest rale
Shori-term horrowings 7.2% 0.0% 10.2%
Other debt 9.4 o.4 al

In fiseal 1986, the company financed its wholesale drug scquisi-

tions by issuance of term debt wialling approximately $250 milkion

which had the effect of raising the debt to capital ratio 19 40% at

March 31, 1986. The rativ decreased at March 31, 1987, as a result

of cashftow generatcd fvom operations and divestitures,
Debt maturities of $220 million during the plan period and
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planned share repurchases will require new debt amounting 1o
approximately $300 million over the next five years. These
requirements are expected to be met by additional term debt and
short-term horrowings supported by the company's $180 millien
revolving line of eredir.

Stockholders’ Equity ‘
Ay March 31, 1987, there were 1 20,000,000 shares of §2 par value
common stock authorzed of which 42,515,487 were outstanding
net of treasury shares. In Qctober 1986, the COmMpPaNY’s common
stock was split two-fer-one, effected in the form of = dividend.

Fully diluted shares used in computing earnings per share were
48.2 million in fizcal 1987 compared with 44.5 million in fiscal
1986. The increase was due primarily to shares issued for the
acquisition of MMI in October 1985 ‘

The vcompany repurchazed 1.2 million commaon shares ot an
average price of 83190 per share in fiscal 1987 and anticipates
repurchages of 2.4 million shares in fiscal 1988. The repurchates
arg designed 1o offset the effect of the issuance of shares through
employee incentive plans including the company’s sale to the
MeKeszon Employee Stock Ownership Plan in fiscal 1987 of 1 mil-
lion eommon shares for $30.2 million, and conversion of other
securities. The abjective of these repurchases ia to reduce out-
standing common shares to approximately 41 million shares from
the fiscal 1987 year-end level of 42,5 million. The cornpany
expects fully diluted shares w average approximately 47 million
shates in fiscal T988.

Acquisitions ]

Acquisitions in fiscal 1987 included two service merchandising
businesses, Millbrook Distributors, Inc., and Carlstrom Foods,
Inc., and two other businesses [or a tolal of $23.3 million in cash.
In Rscal 1986, the company acquired Spectro Industries, Inc., and
3-P Drug Co., Ine, for 3 total of $254 million in cash, and Mass
Merchandisers, Inc., for approximately 4.2 million shares of the
company’s cemmon stock then valued at $96 miltion. The Spectro,
5-F Drug and MMJ acquisitions resulted in poodwill of $229 mil-
tion which is being amortized over 40 years,

Pansion Plans

Substantially ail full-time employees of the company not covered
by umon-sponsored multiemployer plans are covered under com-
pany-sponsored defined benehit retirement plans, profit sharing -
incentive plans and an ESOP. At March 31, 1987, the $181 million
markel value of the assets of the defined benefit plans exceeded
the projected benchit obligation for services rendered to date by
$9.2 million. A total of 3.7 million McKesson shares, or 8.7%

of the shares outstanding, were held for employees in the profit
sharing and ESOF trusts at March 31, 1987.
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ncomea Taxes

The reconciliation between the company's effective tax rate on
income from continuing uperations and the statutory foderal
income tax rate is as follows:

Yeats ended March 31 1987 1986 1985,
Statutory federal income
lux rate 46.0% 4#.0% 46.0% -

State and local income 1axes 4.6 4.7 4.8
Nondeduetible amartization 2.6 2.9 1.7
Capital gains (2.9) (0.6) 0.1
ITC and tax benefit ieases (3.6} (3.1} (2.0)
Other-—- net (2.9) (1.2} (2.3)

Effective 1ax rate 44.2%  48.5% 48.3%

The company’s effective 1ax rate in fizcal 1987 bensfited from
the capital g#in on the sale of stock of the PCS subsidiary. Imple-
mentation of changes required by the Tax Reform Act of 1986 had
no significant impact on the results for Ascal 1987 as the loss of
the Investment Tax Credit was slightly more than offset by the
[avorable effect of the new law on tux benefit lease investmenta,
The new tax act is expected to result in slightly lower Future tax
payments as a percent of pretax income as the reduction or elimi-
nation of variois tax benefils is expected 10 be more than offset by
reductions in the 5laiuxory tax rate. The company expects its effeo-
tive tax rale 1o decline below 4% in fiscal 1988 and W be approxi-
mately 41%.i in fizcal 1989 and beyond hased on the few tax law.
Finansial Objectivas
The company's principal financial ohjectives are discuseed in the
Leuer 10 Sharcholders and Employees and ave detailed below.

1985-87 Financial
Yeurs ended March 3§ 1987 Avg. Objactivas
Growth in Earnings Per Shave | 16% 11% 10-12%
Dividend Payout Ratio 56% 64% 50%
Dicht to Capital at Year End 34%  34% A0%
Return on Equity 13% 12% 15%

If fiscal 1987 resuits are compuied withoul the special items,
the growth in earnings per share and relurn on equity ratios for fis-
cal 1987 are 3% and 12%, respectively, and the average ratios for
fiseal 198587 are 7% and 12%, respectively. The plan indicates
that the objectives are capabile of being utlained by Ascal 1990,
Management's Rezponsgibility
McKesson Corp. is n:ap;nnsible for the preparation and accuracy
of the financial statements and other information included in this
i'epm'L The consolidated financial statements from which the
accompanying condensed financial statements were derived have
been prepared in conformity with generally nccepted accounting
principles using, where appropriate, management’s best estimates
and judgments,

In meeting its responsibility for the reliabilily of the financia)
statenients, the company depends on its system of internal

accounting control. The systeni iz designed 1o provide reasonable
assurance that assets are saleguarded and that transactions are
executed as authorized and are properly recorded. The sysiem is
augmentcd by written pu]lmes and proeedurcs: and monitored by
an internal audit department. . .

The Board of D:mclors rewews the ﬁnanua] statements and
reporting practices of the. company through its Andit Commlttee,
which is composed entirely of directors wha are not efficers or -
emp]oyees of the company. - The: cummitlee meels rcgularly with the
independent auditors, internal auditors and managemenit to dis- _
cuss audit scope and results and to consider internal control and
financial reporting rriaiterg. Both the -ihdependem and internal
auditors have unrestricted écceﬁé lo't'he Audil Commiuee. Tiu,- o
entire Board of Directors reviews the company s hnancml perfmm~ '
ance ahd Rhancial plan ‘

AwilY @&M/ﬁ

Thomas W. Field, Jr. Alan %elenft‘eund
President and . Exeeutive Vice Premdem
Chief Executive Officer . and Chicf Financial (fficer

OQPFINION OF INDEPENDENT AUDITORS

Delvitte
Hasking-+ Sells

The Stockholders and Board of Direotors of MeKesson Carporation:

*'We have examined, in accordance with generally accepted andit-

ing standards, the consolidated fnancial statements of McKesson
Corporation and subsidiaries as of March 31, 1987, 1986 and

1985 and for the years then ended appearing in Appendix A to the
proxy statement for the 1987 annual meeting of stockhelders of the
Corporation (nol presented liercin). In aur opinion dated May 22,
1987, also appearing in that proxy statement, we expressed an un-
qualified opinion on those consolidated financial statements.

In vur opinion, the infarmation set forth in the accompanying
condensed consolidated balance sheets as of March 31; 1987, 1986
and 1985 and the retated condensed stalements of consolidated
income and changes tn consolidated financial position for the years
then ended is fairly stated in all material respects in relation to the
vonsolidaled Rnancial statements frorm which it has been derived.

San Fruncisco, California
May 22, 1987
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CONDENSED STATEMENTS OF CONSOLIDATED INCOME

(in millions except par share amounis)

Note: Priot yeurs' inancial information has been resiated 10 include Lhe chemical buginesses in tliscuntinued operations.
Income afigr taxes frote discontinued aperations in 1987 includes o §3.6 millivn loss un the sale of the chemical busincsses.

* 1987 ineludes $23.1 wilkion gain on sale of PCS, Inc., siock less $20 million apecial comributiun lo the MeKesson Foundation.
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Years ended March 31 1987 1986 1985
Revenuoy %6,671.6 §5,605.7 $4.236.7
Costz and Expenses #,511.8 30217 4.116.0
Income Befora Special ltams and Taxes on Income 159.8 . 144,0 ] 20.7‘
Special tems* 13.1 o
Income Before Taxes on Income 172.% 144.0 120.7
Taxes on income . 76.4 69.9 58.3
Income Befora Mingrity Intarest ﬁﬁ.ﬁ 74.1 62.4
Minority interest in net income of subsidiarics (2.4}
tncome After Taxes
Continuing operations 84,1 4.1 62.4
Discontinued operations {a.4) 3.8 26
Net Income £ 897 £ 1779 & 650
Earnings Per Common Share
Fully diluted earnings .
Continuing operations $2.049 $1.76 $1.63
Discontinued operations (.om .08 .06
Total $1.9% $1.84 $1.69
. Primary earnings o .
Continuing operations ‘%217 $1.85 $1.73
Discontinued operations (10 . .10 07
Total $2.07 $1.98 $1.30-
Shares on Which Earnings Per Common Share Were Based _
Fully diluted a2 44.5 40.9
Primary a3.9 391 35.7
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CONDENSED CONSOLIDATED BALANCE SHEETS

(in milkions)

March 31 1987 1986 1985
ASSETS
~ Cash and short-term investments £ 477 § 44.6 ¥ 44
Receivables 6131 517.1 368.0
frventories 733.8 663.0 484.8
" Prepaid expensea 56.4 38.2 24.5
. Total eurrent assets 1,451.0 1.262.9 921.7
Net property, plant and équirinieﬁf 347.5 337.5 247.0
Goodwill and éther intangibles 3116 7.9 96.1
Other azzets ' ‘ 97.5 169.2 200,2
“Total $2,207.6 $2,087.5 $1,465.0
LIABILITIES AND STOCHHOLDERS' EQUITY
Accounts and drafts payahle $ 701.2 $ oBd2 § 460.0
. Current pertion of long-lerm debt 55.3 38.4 81
Accrued Jiabilives 195.1 185.5 118.4
Total current liabilities 951.6 B0R.1 595.5
" Lomgtermmdebt 396.4 490.2 233.9 -
l‘.lt:ﬁ:ri'ér_! taJ.(e:_T-‘cn‘n.i.ncome BAG 93.4 77.00
Minority interest in subsidiaries 12.9 ,
Net 5lucl_ch61d.érs".equity 762.2 695.8 558.6
Total | $2,207.6  $2,087.5  $1,465.0
Mare: Prior years” fAinancial infarmation has been reatgled to include the chemical businesses in discontinued operations.
23
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CONDENSED STATEMENTS OF CHANGES IN CONSOLIDATED FINANCIAL POSITION

(it millions}
Years ended March 31 1987 1986 1985
Operations
Income after taxes from continuing operations % 94.1 $ 741 § 62.4
ltems not affecting working capital ' ) K o
Depreciation and amortization 55.4 49,7 38.4
Deferred taxes on income . . (6.5) 1.7 17.0
After-tax gain on sale of subsidiary steck - {15.6)
Other ‘ .9 {1.4) 10.5)
Tatal from continuing vperations before changes in working capital C128.3 134.1 1173
Decrease (Increase) in operating working capital excluding cash,
short-lerm investments and berrowings {51.5) {68.2} (50.9)
Cash prdvidod from continuing operations 76.8 65.9 66,4
Discontinuad Operations {(16.7) 19.4 17.0
Dividends Declared (53.6) (46.8) (43.3)
Invastments
Cupital expenditures (65.9) (76.7) {56.6)
Properties sold 5.9 9.4 4.0
Acquisition of businesses, less cash and short-term investments acquired {23.3) {335.8) (67.4)
Proceeds from sales of discontinued operations 95.0 10.1 69.0
Other 5.0 15.6 0.4
. Total investments 16.7 (377.4) (50.6)
Financing Activities '
Proceeds from issuance of debt 39.2 269.3 96.0
Repayment of dein {117.01 (38.5) (72.4)
Proceeds after-tax from sale/issuance of subsidiary stock 57.1
Capital stock transactions
Issuances 48.4 117.2 26.0
Conversion of debentures 17.3 0.6 6.8
Treasury stock acquired (37.1} (10.6) (23.7)
ESOP note and guarunte (29.0) 1.1 (17.9)
Total financing activities {(21.1) 339.1 8.8
Increase (Decreasa) in Cazh and Short-Term Inveastments % 21 £ 02 £ (1.7

Note: Prior years’ fntancial information has been restated 1o inelude the chomical businesses in discontinued nperations.
¥ P
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the Fiscal Year Ended March 31, 1987 Commission File Number: 1-1435

McKESSON CORPORATION

{Exact Name of Registrant ag Specified in its Charter)

MARYLAND 13-1027923
(5tate or Other Jurisdiction of (LR.5. Employer
Incarpocation or Organization) Identitication No.)

MeKesson Plaza - One Post Street,

San Francisco, CA 949104
{Address of Principal Exeacutive Offlces) (2ip Coxle)
Registrant's Telephone Number, including Area Code {415) 983.8300

Securities registored pursuant to Section 12{(b) of the Act:

Nama of each exchange on

Title of each clags whith reglstersd
Common Stock, $2 par value New York Stock Exchange
Pacific Stock Exchange
Cumulative Preferred Stock (Convertible), Mew York Stock Exchange
$35 par value; §1.80 Senes A Pacific Stack Exchange
&% Convertiple Subordinated Debentures New York Stock Exchange

cue June 15, 1994

934 % Convertible Subordinated Debentures MNew York Stock Exchange
due March 15, 2006

Securities registered pursuant to Section 12(g) of the Act:  NONE

Indicate by check mark whether he registrant (1) has filed all reports required 1o be filed by Seclion 13
or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or tor such shorler period
that the registrant was required to file such reports), and (2) has been subject to such filing requirements for
the past 90 days.  Yes(x3 No[]

Aggregate markel value of voting stock heid by nonaffiliates of the registrant at May 13,
1987 $1,374,582,805,

Number of shares of common slock oulstanding at May 15, 1987 41,987,334,

DOCUMENTS INCORPORATED BY REFERENCE

Porigns of the Registrant's Proxy Statement for the Annual Meeling of Slockholders to be held on
July 22, 1987 are incorporated by reference into Pail Il of this report.
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PART |
ITEM 1. Business
{a) General Development of Business

During the year, McKesson Corporation (the “"Company™ or the “'Registrant’™) reduced its ownership
interest in its Armar All Products Corparation subsidiary 1o 83.3% and its PCS, Inc. subsidiary to 86.2%
ihrough initial public offerings and sold its chamical businesses, EHective Oclober 1, 1986, the Company's
common stock was split two-for-one. Previously reported financial information has been restaled to
conform lo the Company’s new business segment presentation, to give effect 1o the stock split, and to
reftect the discontinuance of its chemical operations. Information concerning discontinued aperations
appears in fingncial nole 8, "Digcontinued Operations' on pages A-18 and A-19 of this Form 10-K Annual
Report.

During the past fiscal year, there were no ather significar developments with respect to the business
of the Company taken as a whole,

Developments which could be considered significant to individual segments of the business are
described under {c) "Narrative Description of Busingss'' on pages 1 through 4 of this report.

{b) Financia! intormation About Industry Segments

Financial information for the three years ended March 31, 1987 appears in financial note 12, "“Seq-
ments of Business,” on pages A-25 and A-26 of this Form 10-K Apnual Report.

(c) Narrative Description of Businass

(1) Description of Segrents of Business
The principal segments of the Company's business are as follows:
Drug & Hezlth Care

General Merchandise
Beverage

Drug & Heaith Care
Froducts & Markets

Whotesale Listribution of Drug & Health Care Froducts—McKesson is the nation's largest distributor of
ethical and preprietary drugs, tolletries and sundries. ts products are disttibuted ta chain and indapenden
drug sleres and hospitals throughoul the United States, This business requires large inventories. Significant
amounts of these inventories are financed by related payables.

Using the name "Economost’” and a number of related service marks, the McKesson Drug Compary
has placed increased emphasis on ils electronic erder entry system and a wide range of compuiarized
asset management services for drug retailers and hospitals,

in the norheast arga of the U, S the Company alse does busingss through two subsidiaries, Spectro
industries, Inc. and S-P Drug GCo.,

Frescriplion drug claing processing and related consufting services—PCS, Inc, ("PCS™, 2 majority-
owned subsidiary, processes paymenls of prescription dreg claims submitted by participating member
pharmacias on behalf of customers wha are covered by prescription drug benefit programs. PCS
processes these claims on behalf of insurance companies or employers which underwrite the benefit plans.
PCS has strong compelition from similar processors and alse trom some fully integrated underwtiters who
process their own claims.

Volurtary Marketing Frogram—VYalu-fite Pharmacies provides retail drug stores with a common
marketing idenlity, group adverlising, purchasing programs and promotional merchandise. At year end
approximately 2,700 stores were participating in these voluntary programs. Similar programs are available
1o independent drug siares through olher drug wholesalers.

Horme Health Care—Yhrough Sunmark, 3ei-0-Tech and AMBI Medical Management Systems, the
Cormpany supplies durable medical equipment to the heaith care industry and provides computerized
billing services 10 home health care equipment dealers,

1
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Compuier Services. First Ard Froduets and Velsrinary Supply Disirbution—3 M is a supplier of
computer systems and software for pharmacists, florists and other businesses. Zec Medical, Inc. is a
distributor ot firet-aid products and sunplies to industrial and commercial customers through a2 network of

lecal distributors, McKesson Veterinary Services distribuiies animal health products to velerinarians.

Internationa/—Through a wholly-owned nonconsclidated subsidiary company, Mckesson has inlerests
in cormpanies engaged in the distribution of pharmaceuticals, heaith and beauty aids and related producis
in Central and South America,

Cormpetiion
In every area of operaions, the Drug & Health Care segrment faces strong compelition both as to price
and service from regional and local full-line, short-line and specialty wholesalers, service merchandisers,
and lrom manufacturers engaged in direct distribution. Although computerized services to drug stores are
available from many of the segment’'s campetitors, the range and scope of the segment’s services have
been a positive competitive factar in recent years.
&

General Merchandise
Froducts & Markels

The general merchandise segment includes service merchandising operations, office products distribu-
ton operationg and the Company's majority-owned subsidiary, Armar All Products Corporalion,

Service Merchandising—The service merchandising business digirbutes health and heauty aids and
general merchandise to supermarkets and drug and convenience stores. The distribution service provided
normally inciudes review of invenlory levels and restocking of ratait sales areas for customers,

The three major service merchandising units are:

Mass Merchandisers, Inc., headguartered in Harrison, Arkansas, is engaged in busingss pringi-
pally in the Midwest and South,

Fawson Drug & Sundry Company, headquartered i San Leandro, California, is engaged primarily
in distribution to supermarkets in Arizona, Califoraia, idaho, Montana, Nevada, Cregon and
Washington.

Miltbrook Distribuitors, Inc., acquired in fiscal 1987, is headquartered in Leicester, Massachusetts
and is engaged in husiness principally in the East.

Office FProducts Distribution—Through McKesson Office Producets, the Company distributes office and
intformation processing supplies and furniture to office supply dealers fram 17 warehouses nationwide.

Appearance-Frolection Frogducis—The Gompany is engaged through its majority-owned Armor All
Praducts Corporafion subsidiary in marketing branded consumer products primarily in the aulomotive
aftermarket. The Company's prircipal product, Armor All Protectant®, protects and beautifies natural and
synthetic polymer materials. H 15 used primarily for the beautification and protection of cortain automobile
surtaces, Armor Al Protectant is mixed and packaged by contract packagers and marketed primarily
through independent manufacturer's representatives o large mass merchandise retallers, aulo Suppiy
slores, hardware and home improvement centers and a variety of other oullots,

Competilion
In the service rmerchandising and office producls operalions, the segment faces strong competition
both as to price and service from regional and local service merchandisers and specialty wholesalers
McKesson Office Products laces sirong competition from four larger whaolesalers and many smaller focal or
redgionzl wholesalers.,
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Beverage
Products & Markets

Boliled and Vended Water—The Waler Division is primarily engaged in the processing and sale of
bottled drinking water in the melropolitan areas of Los Angeles, San Diego, San Francisco, Phoenix, Las
Vegas, Dallas and Lubbock, Texas through its Sparklelis, Alhambrra, and Crysial brands. The Water
Division also sells and leases processed water dispensers and coolers. In addilion, under the Aqua-Vend
rradarnark, it sells processed waler through coin operated vending machines in Calitornia. Arizona,
Nevada, Texas, |.ouisiana and Florida.

Wholesale Wine & Spirts Distribution—McKesson Wine & Spirits Co. is the largest wholesaler of wine
and spirits in the United Siales. Sales are made to liquor stores, restayrants, bars and other establishments
trom the Company's distribution cenfers located in 30 states throughout the United States. Suppliers of
wire and spirlts 1o the Campany’s wholesale units vary from market to markel, as do the specific brands of
the various suppliers.

Importing, Marketing and Bottfing—"21"" Brands, Inc. and Carlton Importing Company are importers
and marketers of certain aleoholic beverages, Carlton Importing Co. imports and markets beer including St
Pauli Girl. Mohawk Liqueur Corporation also imports and markets alcoholic beverages and bottles and
markets liqueurs, gin and vodka under the Mohawk fabel. Mohawk also botlles for other companies. The
Company alse owns inlernational operations that blend and bottle liqgueurs and other’ products.

Compelition
The: Waler [hvision faces competition in both price and service in alt its locations. The wholesale wing

and spirits units are engaged in sales to retail outlets in local markets in vigorous competition with a limited
nurnber af other wholesalers in each market. There is also vigorous competition among wholesalers 1o
oblain distribution rights from suppliers, particularly as o products which are market leaders. In many
instances, distribution rights are terminable by the supplier on short notice. The supplier units of the
segment are fikewise met with intense competition throughou! the United Stales from other suppliers
ehgaged in sales to wholesalers on a national or regional basis.

Operations of the wine and spirits industry are subject to extensive federal requtation and, by virtue of
the 21st Amendment to the LS. Constitulion, extensive state regulation. Certain aspects of such regulation
have recently been challenged in the caurts or have been subject 1o legislative reconsideration. The
Company currgnlly is unable to predici the effects of any such possible changes in the laws and
regulations on competition within the industry.

Other Information About the Business

Custorners—No material part of the business of any segment of the Company is dependent upon &
single or a very few customers, the loss of any one of which would have a material adverse effect on the
segmerd,

Environmental Legisfation—As noted in item 1{a) above, the Company sold its Chemical operations in
tiscal year 1987, Those operations were affected by governmental regulations relating 1o protection of the
envirgnment, In connection with the dispesition of these operations, the Campany retained responsibitity for
certain environmental contingencies and has eslablished reserves for them, In view of these dispositions,
the Company does not anticipale making substaniial capital expenditures tor environmental control facilities
in the future. The amount of capital expenditures Tor environmental control facilities in fiscal 1987 was nat
material,
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Employees. At March 31, 1987, the Company employed approximalely 17,000 persons in its
continging cperations,

{d) Financial Information About Foreign and Domestic Operations and Export Sales

The Company's internalional operations are described in Hem 1(c) (1) under the descriptions of the
Drug & Health Care and the Beverage segments, Additional financial information regarding forsign
investments appears in financial note 6, **Disconlinued Operations”, on pages A-18 and A-19 of this Form
10-K Annwal Repori. The foreign operations are not matenal to the Company's operations taken as a
whole. ’

ITEM 2. Properties

Because of the nature of the Company's principal businesses, plant and warehousing facilities are
operated in widely dispersed localions, The Company considers its operating properties to be in satisfac-
lary condition and effectively utilized,

The Company's distribulion businesses are generally operated from warehouses tocated in the areas
served, The warehouses are typically owned or leased on a long-term basis,

Information as lo fease commitments is included in financial note 8, “Lease Cbligations” on pages
A-20 and A-21 of this Farm 10-K Annual Repon.

ITEM 3. Legal Proceadings

In addition 10 commilments and obligations in the ordinary course of business, the Company is subject
o various claims, other pending and possible legal actions for products liability &and other damages,
investigations relating to governmental taws and regulations, contingent liability undee the Multiemployer
Pension Plan Amendments Act of 1980, and other malters arising out of the canduct of the Company's
business.

The Company has received various claims and demands relating o the need for rermedial actions 10
address environmental conditions afleged to exist al certain of the Company's faciliies. and 1o the past use
of various hazardous waste storage and disposal sites. Claims have been made by the United Siates
Environmental Protection Agency under the Comprehensive Environmental Response Compensation and
Liability Act of 1980 (the “Superfund™ law) for cleanup costs at certain storage and disposal siles, including
a wood treatment facility formerly operated by Mass Merchandisers, fnc, {""MMI"'), acquired by the
Company in October 1985, Under an escrow agreement, up o 176,000 shares of the Company’s common
stock, otherwise deliverable 1o MMI's former shareholders, is available 1o compensate the Company for up
lo 40% of costs incurred by the Company, in excess of $2 million, in the cleanup of the site.

In November 1983, the Company soid C.F. Mueller Company, a pasta manufacturer, to CRC interna-
tional Inc. ("CPC"). in April 1985, CPC filed a complaint in the New York stale cour!, secking general
damages of $61,000,000 and additional punilive damages claiming thai the Company breached certain
representations in the agreement, CPC also claims fraud and violations of certain state and federal
scounities laws by the Company, its investment banker, and three other defendants who were employees of
the Company and Mueller at the time of sale. During the fiscal year, an intermediate New York aopeilate
cour! dismissed the securities law violation counts against the Company and all counts against the other
detendants. The New York Court of Appeals has gramled a hearing on the appeliate court's decision. Also
during the fiscal year, a motion by CPG tar summary judgment on certain issues was denied. Discovery is
naow scheduled to commence in the litigation.

Al previously reported litigation artsing trom the 1983 Hawaiian milk praducts recall because of alleged
excessive levels of heptachlor has now been seltled. '

In view ot the inherent difficutty in predicting the result of litigation and governmental proceedings, the
Company cannot delermine what the eventual outcome of such litigation and governmental proceedings
will be. Mowever, the Company buelieves, based on current knowledge and after consultation with its
General Counsel, that the auicome of such litigation and proceedings will not have a malerial adverse
effect on the Company’s consolidated financial position or the resulls of its consolidated operations,

ITEM 4. Submission of Matters to a Vole of Security Holders

Ne matters were submitted 10 a vate ot security holders, through the solicitation of proxies or
otherwise, during the three momhs ended March 31, 1987,

4
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EXECUTIVE OFFICERS OF THE REGISTRANT

The following table sets forth information concerning the executive officers of the Registrant ag of
June &, 1887 The number of yoars of service with the Company includes service with predecessor and

acquired companies.

There are no family relationships belween any of the execulive officers or direclors of ihe Registrant.
The execulive officers are chasen annually to serve until the first meeting of the Board of Direclors
following the next annual meeting of stockhelders and until their successors are elected and have gualified,
or untilt death, resignation or removal, whichever is sooner.

Name Age
MNeill E. Harlan ... .. ... ... ... 66
Thomas W, Field, Jr. .. ... .. .53
Kenneth . Hicken .. .. . ,.,.. &8
Rex B. Malson ............... 55
Alar Seelenfround ... ... ... a0
John S, Wheaton . L, 58
Ronaid C. Anderson ... .. 44
Stanley A Greenblait . ... .. .. 44
James | Johngton L 60
Marvin L. Krasnansky .. ..... ., 57

Position with Regiztrant

and Business Experience
Chairman of the Beard since 1979 and a Direclor since 1974; Chief
Executive Officer from February 1984 to July 1986; Presicent from
February to July 1984, Service with the Company—13 years.

Chief Executive Officer since July 1986 and President and a Direc-
tor since July 1984; Chief Operating Otficer from July 1884 to July
1086, Fresident of American Stores Company from 1981 1o July
1984 and a Direclor from 1976 1o July 1984, President and Chiet
Executive Officer of Alpha Beta Company from 1876 to July 1954,
Service with the Company—23 years.

Executive Vice Fresident Operations since Mavember 1988, Vice
Presigent and Fresident of McKesson Beverage Group from Qglo-
ber 1884 to November 1986, Execulive Vice President, Reverage
Group fram 1983 to Oclober 1984; Vice President and Gencral
Manager, Water Division from 1976 to 1983. Service with the
Company 22 years.

Executive Vice President Operations since November 1988 Vice
President and President of McKesson Drug & Health Care Group
from January 1884 to November 1986, Executive Vice President
and General Manager, McKesson Drug Company frorm 1983 1o
1984; Senior Vice President, McKesson Drug & tealth Care Group
from 1981 to 1983, Service with the Company—-13 years.

Executive Vice President and Chief Financia! Officer since Novem-
ber 1986; Vice President and Chief Financial Ofticer from April 1984
10 November 1986; Vice President, Finance from 1974 to 1984.
Service with the Company.—12 years,

Executive Vice President Adminiatration since November 1088,
Vice President Planning and Analysis from 1874 1o Novernber 1986,
Service with the Company—16 years.

Vice President since April 1987 and President of McKesson Ser-
vice Merchandiging Divisior since April 1986. Senior marketing
executive tor Skaggs Alpha Beta from 1984 10 1986 and Direclor of
Marketing of the northern California division of Alpha Beta from
1977 to 1984, Service wilh the Company—1 vear

Vice President Taxes since November 1984; Director of Taxes from
September 1980 1o November 1984, Service with the Company—7
years,

Vice President Personnel singe 1975. Service with the Company—
12 years.

Vice President Corporale Relations since 1979, Service with the
Company—S8 years,
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Pogitian with Registrant
Name Age and Bysiness Experience

ivan D, Meyerson ... ... C42  Vige President and Genergl Coungel since January 1987, various
positions within the Company's Law Department from 1878 through
1985, including Counsel, Senior Counsel, Assistant ang Associate
General Gounsel, Service with the Company——9 years.

Nancy A, Miller ..., ... ..., 43 Siaff Vice President since November 1986 and Corporate Secre-
tary since 1980, Service with the Company-9 vears,

Garrel A, 8cholz ..., ... ... 47  Viee President since Novemnber 1984 and Treasurer since 1981,
Service with the Company—14 years.

Thomas 8. Simone ........... 45  Vice President since November 1984 and Controller since 1981.

Service with the Company—13 years.

Lo
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PART N
ITEM 5. Market for the Registrant's Commaon Stock and Related Stockholder Matters
{a} Market Information

The principal market on which the Company’s common stock is traded fs the New York Stock
Exchange. High and low prices for the common siock by quarter appears in financial note 15, “'Quarterly
Financial Information™ on page A-28 ot this Form 10-K Anrual Repor.

(b} Holders

The approximate number of record holders of the Company’s common stock as of March 31, 1087
was 29,500, ‘

{¢) Dividends

Quarterly ¢ash dividends of $.30 per share were deciared in fiscal 1986 and for the first quarter of
fiscal 1987, The quarlerly cash dividend was increased to $.32 per share eficctive the secand quarter of
fiscal 1987

ITEM 6. Selected Financial Data
Selected financial data is shown on pages A-1 1o A5 of this Form 10-K Annual Report,

ITEM 7. Management’s Discussion and Analysis of Financial Condition and Results of -Operations

Management's discussion and analysis of financial condition and results of operations appears in the
Financial Review on pages A-6 to A-10 of this Form 10-K Annual Report.

ITEM 8. Financial Statemants and Supplementary Data

Financial Statements and Supplementary Data appear on pages A-12 to A-28 of this Form 10-K Annual
Repaort,

ITEM 8. Changes in and Disagreements With Accountants on Accounting and Financial
Disclosure

There have been no changes in the Company's independent auditors or disagreements with such
auditors on accounting principles or practices or financial stalement disclosures.
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PART I
ITEM 10. Directors and Executive Officers of the Registrant

Information with respect to Directors of the Company is incorporated by refergnce from the Regis-
frant’s defintive proxy stalement for its annual meeling of stockholders o be filed not later than 120 days
after March 31, 1987 with the Securities and Exchange Comrmission pursuant to Regulaticn 14A (the "Proxy
Statement"). Cerlain information refating lo Executive Officers of the Company appears at pages 5 and 6 of
this Form 10-K Annual Report.

ITEM 11. Executive Compensation _
information with respect to this #em is incorporated by reference from the Proxy Statement.

ITEM 12. Security Ownership of Certain Beneficial Owners and Manhagement
Information with respect to this item is incorporated by reference from the Proxy Statement,

ITEM 13. Cartain Relationships and Related Transactions

Information with respect to this item is incorporated by reference from lem 14 (a)}—Consolidatad
Supplementary Financial Schedules—Schedule B—Amounts Recetvable from Related Parties and Under-
writers, Promoters, and Employees (other than related parties).

Informmation with regpect to certain transactions with management is incorporated by reference from the
Proxy Staternent,
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PART IV

ITEM 14, Exhibits, Financial Statement Schedules, ane Reports on Form 8-K
{a) Exhibils and Financial Statement Schedules: :

The following docurments appear in Appendix A o this Form 10-K Annual Repori and are filed as a
part hereof.

Six-Year Highlights

Financial Review

Gpinion of Independent Public Accountants

Congolidated Financial Staterments
Statements of Consolidated Income for the years ended March 31, 1987, 1986 and 1985
Consolidated Balance Sheets, March 31, 1987, 1986 and 1986

Staterments of Consolidated Stockholders' Equity for the years ended March 31, 1987, 1086
and 1985

Stalemnents of Changes in Consalidated Financial Position for the years ended March 31,
1987, 1936 and 1985

Financial Notes
Consolidaled Supplementary Financial Schedutes
Il Amounts Receivable from Related Parlies and Underwriters,
Promoters, and Employces (other than related parties)
VIl Valuation and Qualitying Accounts
X Short-term Borrowings
X SBupplementary Income Stalement Informalion

Schedules notincluded herein have been omitted bacause of the absence of conditions under
which they are required or because the required information, where matetial, is shown in the
financial statements, financial notes or supplementary financial information.

The Exhibit Index on pages B-1 through B-3 of this Form 10-K Annuai Repart lists the exhibits
that are filed as part of this report.

(b} Reports on Form 8-K:
There were no repons on Form 8-K filed during the quarter ended March 31, 1987,
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SIGNATURES

Fursuant to the requirements of Section 13 ar 15(d) of the Securilies Exchange Act of 1934, the
Registrani has duly caused this report 1o be signed on its behalf by the undersigned, thereunto duly
althorized.

McKESSON CORPORATION
Date:  June 3, 1987

By: /8/ THOMAS W. FIELD, JR.

Thomas W. Flald, Jr., Preaident
and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below on June 3, 1987 by the following persons gn behalt of the Regiatrant and in the capacities indicated,

(a) Principal Executive Officers:

2/ NEeiL E. HABLAN
Neil E. Harlan, Chairman of the Board

/g/ THOMAES W. FIELD, JR.
Thomas W, Feld, Jr., President and Ghief Executive Qificer

{b) Principal Financia! Officer:

/3/  ALAN SEELENFRELUND
Alan Seslenfreund, Executive Yice Prasident and Ghief Financial Officer

(c) Principal Accounting Officer:

/5/ THOMAS B. SIMONE
Thomas B. Simone, Vice President and Controller

{d) Directors:

/af  LESLIE L. LUTTGENS
Laslie L, Lutigens

Robert P. Bauman

/8/ Rov B, MINER
Roy B. Miner

/8/ ROBERT B. DOCKSON
Robart R. Docksan

/s/ JosEPH R. RENSCH
Joseph R. Rensch

/s THOMAS W. FIELD, JR.
Thomas W. Field, Jr.

/s/ Ezaa SoLoMON
Eizra Solomon

/s/ MNEIL E, HARLAN
Nwil E. Harlan

/s/ J. PauL SHCHT
J. Paul Sticht

/8/  JAMES R, HapvEy
James R. Harvey

/8/ MALCOLM TOON
Malcolm Toun
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APPENDIX A

MCKESSON CORPORATION
FINANCIAL INFORMATION
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SIX-YEAR HiGHLIGHTS
CONSOLIDATED OPERATIONS

Years Ended March 31

loer 1086 1385 1984 1583 1982
(dollars ard shares in millions excepl per share amounts)
Revenues .......c.ooveeee o inn. F6.6716 56657 $4.23657 53,6431 5327486 §2.9187
Fercent increase ... ... ... ....., 17.8% 33.7% 16.3% 13.0% 10.4% 11.2%
Operating profit ......... ... ... ..... .. 231.0 209.6 160.6 1405 122.4 1177
FPercent increase ..................... 10.2% 5% 14.3% 14.8% 4.0% 22.0%
Percent of revenues ... ..., e 1.5% 7% 3.8% 3.9% 3.8% 4.0%
Average capital employed{1) .. ....... ... 13000 11257 8479 B858.9 870.3 793.8
Grosgprofit, . .. ... .. ... ... ... . ..., 979.7 880.9 705.8 606.4 5334 487.2
Percent of revenues ... ... .. ..., .. 14.7% 15.5% 16.7% 166% 16.5% 16,7 %
Interest expense ..., .. .. ... ... ... .. 44.4 412 225 17.5 25.1 232 .
Income before taxes on income ..., ... 172.9 1440 120.7 107.0 918 922
Percent increase ... ... ... ... ... ... 20.1% 19.3% 12.8% 16,6% 04Y%  315%
Taxes onincame ... ... 764 69.9 a8.3 492 40.5 4a0.7
Etfective taxrate .......... ... .. ... ... 44 2% 48 5% 48.3% 46.0% 44 1% 44 1%
Income after laxes—continuing
opetalions . ... ... 04 .1 74.1 624 57.8 51.3 515
Percent increase ... ................. 27.0% 18.8% 8.0% 12.7% (0.4)% 26.5%
Netingome ... ... . oo el 89.7 774 65.0 687 565 735
Average stockholders’ equity .. ........ .. 726.4 609.4 554.1 5323 492.3 4669
Hotrn(2) .. e 13.0% 1228% 11.3% 16.8% 10.4% 11.3%
Total dividends declared ............ ... 53.6 46.8 43.4 42.5 40.3 3a8
Dividend payout ralin{3) .. ..., ... ... e 59.8% 60.1% 66.8% 61.9% 71.3% 48.7%
Fully diluted sarnings per common share(4)
Continuing operations ... ............. 2.04 1.76 1,63 1.50 142 148
Fereent increase .. ... ... ... ... .. 15.9% 8.0% 8.7% 5.6% {4.1)% 20.8%
Discontinued operaticns ., .. ........... {.09) 08 06 26 13 S8

(1) Consists of lotal debt, deferred taxes on income, minr;rity interest in subsidiaries and stockhoiders’ equity,
(2) Based on inceme from continuing operations.
(3} Based on net income.

{4} Restated to reflect the two-for-one split of the Company's common stogk.
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SIX-YEAR HIGHLIGHTS
CONSOLIDATED FINANCIAL POSITION

Years Ended March 31

1ae7 1986 1983 1984 1863 o8
(oollars and shares in millions except per share amounmts)
Customer receivables ................... $ 5235 % 4613 § 3233 % 22 % 2315 0§ 2201
Days of sales{1)...................0 0t 28.3 28.1 27.6 279 26.0 273
Inventories—LIFQ cost ... ..o s s 7338 663.0 484 8 3615 04 3233
Inventorigs-—FIFO cost ... ... ... ... .. .. 901.5 803.0 601.2 4£0.3 4188 379.5
Daysofsales(1}...................... b7.2 58.2 61.5 54.8 86.4 56.6
Currentassets .. ............ .. ......... 14510 1,2629 g921.7 7398 670.7 620.4
Current tiabilities .. ..................... g9a1.6 808.1 5355 5263 438.0 404.2
Working eapital ............... ......... 490 4 454.8 326.2 2135 2327 216.2
Percent of revenuesf!) ... .. ... ... .. 7.5% 7. 7% 7.7% 5.9% 7.2% 7.4%
Property, plant and equipment—net ._.... . 3478 337.5 247.0 2001 166.9 148.8
Totalassets ... i e 220V6 20875 146350 13256  1.2694 1.233.6
Tatal debt@) . ... e 451.7 5288 242.0 217.5 2774 3206
Stockholders’ equity . ... ... L., 762.2 6958 5586 852.7 510.3 4815
Capital employed(3) .................... 13113 1,3178 B77.6 830.2 8455 8453
Ratio of debl 1o capital empioyed- ... ... 34.4% 40.1% 27.6% 26.2% 32.8% 37 9%
Fully diluted shares4d) .................. 482 44.5 409 41.2 39.2 373
Common shares outstanding(d) .......... 42.5 410 380 35.7 334 32.0
Dividends per common share(d) .. ... ... 1.26 1.20 1.20 1.20 1.20 1,12
Book value per common share(d) .. ... .. 17.72 16,74 15.20 15613 14.85 14.50

{1} Assumes major acquisitions occurred at beginning of year.

(2} Total debt includes alt interest-bearing debt and capitalized lease obligations.

(3} Consists of fotal debt, deferred taxes on income, minority interest in subsidiaries and stockholders' aquity.
{4) Reslated to reflect the two-for-one split of the Company's common stock.
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S-YEAR HIGHLIGHTS

DRUG & HEALTH CARE SEGMENT

Years Ended March 31
1987 1986 1985 1584 1683 1982
(doflars in millions)

Distribution
REVEMUES . et iiet s crrineeennns $4.7744 340395 328180 §$24437 $21351 $1.8702
Percent increase ... .. ... .. ......... 18.2% 43.3% 153% - 145% 14.2% 13.5%
Operating profit .................... .. 103.3 101.0 671 59.4 61.2 54.8
Percent increase ... ... ............ 2.3% 50.5% 13.0% (2.9)% 11.7% 296%
Percemt of revenues ................. 2.2% 25% 2.4% 24% 2.9% C29%
Average capital employed{l) ...... . ... 639 4 hE2.5 309.1 216.8 2109 2065
Turmover(2) .. ... e 7.5 7.2 9.1 1.3 10.1 g1
Return(3) .....c.cooev oo 16.1% 18.0% 21.7% 27.4% 29.0% 26.5%
PCS .
Revenues ...................... e 4.5 39.4 3.8 26.8 2.8 169
Percent increase ... ... ... ... 38.3% 23.9% 18.7 % 22 4% 29.6% 27.1%
Operating profit . ................ . ... 15.6 10.1 6.6 50 3.7 23
Percentincrease ..._................ 54.5% 53.0% 32.0% 35.1% £0.9% 35.3%
Percert of revenues ................. 28.6% 25.6% 20.8% 18.7% 16.9% 13.6%
Average capital employed{1) .......... 9.6 a3 40 2.8 2.3 0.7
Tumnover(2) o 57 11.9 . B8O 9.6 945 241
Hetornf3)y .. ..., ... oo 162.5% 306.1%  165.0% 178.6% 160.9%  3286%
Total Drug & Health Care
Revenues ................... ... ..., 48289 40789 284898 24705 2.157.0 1,887.1
Percent increase ..........oviven .. ‘ 18.4% 431% 15.4% 14.5% 14.3% 13.4%
Operating profit ... ... ..., ... ...... 1189 1A 737 64.4 4.9 571
-Percentincrease ........... .. ... ..., 7.0% 50.7 % 14.4% 0.1% 13.7% 27.6%
Percent of revenuses ..., ............ 25% 2.7% 2.6% 2.6% 3.0% 30%
Average capital employed{t) ... ... .. . .. 640.5 £65.8 3131 2196 2132 2072
Turnover(2) .. ..o 74 7.2 a1 11.3 101 9.1
Return(3) ..o 18.3% 19.6% 235% 29.3% 30.49 27.6%
LIFO reserve provision , ... ............ 280 21.7 16.8 16.6 20.7 19.9
Capital expenditures .. _............... 33.0 252 16.3 223 M4 17.6
Depreciation .. ....................... 119 13.8 11.2 B0 6.2 48
Amortization of goodwill ., .. .., . P 8.8 7.3 3.2 14 0.9 1.0

(1) Net assets of the segment,
(£} Revenues divided by average capital employed.
(3} Operating profit divided by average capital employed,
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SIX-YEAR HIGHUGHTS

GENERAL MERCHANDISE SEGMENT
Yaars Endad March 31

1987 1986 1945 1984
(dollars in millions)

Distribution

Revenues ......... ... v it rn e 773.1 485.3 260.8 32.4
Percent increase ..................., 59,3% 86.1% 704.9%

Operating proft ...._......... P 12.3 7.3 7.0 1.2
Percent InGréase .................... 68.5% 43%  483.3%
Percentof revenues ................. - 16% 1.5% 27% 3.7%

Average capilal employed(1} .......... 236.0 1293 60.1 6.3 -
Tumover(2) ..o 3.3 38 4.3 5.1
Return{3 ... 52% 5.6% 11.6% 19.0%

Armor Al

Revenues ... .. ...ccovenee i, W70 31.0 77.4 70.3
Percent increase .. ............ e, 17.6% 17.6% 10.1% 44, 7%

Operating profit . .... e 358 299 24.2 25.3
Percent increase .................... ©19.7% 23.6% (4.3N%  1200%
Percem of revenues .. ..., ....., . - 33.5% 32 9% 3.3% 36.0%

Average capital employed(1) ...... ..., 51.0 55.7 523 330
Turmover(2) .. oo e e 24 16 1.5 2.1
Return{3) ...................... P 70.2% 53.7% 46.3% 76.7%

Total General Merchandise

Revenues ..............co..o.... e B30.1 576.3 3382 102.7
‘Percent increase .. oL L ... B2 7% 704% 2293% 1113%

Operaling profit ... ............. 48.1 37.2 2 26.5
Percent increase ... .. ... .. e 293% . 19.2% 17.7%  1304%
Percentof revenues ............. ... ’ 55% 6.5% 9.2% 25.8%

Average capial employed{1) .......... 287.0 185.0 112.4 39.3
Turnover(2) .. ........ e 3 KR 3.0 2.6
Return(3d) ... ..... e T16.8% 20.1% 27 8% 67.4%

LIFO reserve provision .. ..., .......... 7 0.8 04

Capilal expenditures .. ......... .. ..., 8.5 19.8 28 0.2

Depracigtion ......................... 1] 4.6 1.3 0.2

Amerlization of goodwill ... ....._.. ..., 2.9 2.1 23 1.4

1883

48.6
5.9%
1.5
11.7%
23.7%
23.6
21
48.7%

48.6
5.9%
115

C11.7%

23.0%

236
2.1

48.7%

0.1
0.
0.9

1982

45.9
11.1%
10.3
96%
22.4%,
220
21
46.8%

45.9
11.1%
10.3
9.6%
22 4%
22,0
2.
46.8%

0.1
0.2
0.8

{1} Net assete of the segment.
(2} Revenues divided by average capital employed,
(3} Operating proft divided by average capital employed.
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Wine & Spirits

Revenues ... ... . . . dre o

Return(3) .......... ... e

Water

Revenues .. ... ., .. .

Average capital employed(1)

Turnover(Z) ..o ..., . .
Return{d) .......... ... . ...

Retorn(3) ............ ...
LIFQ reserve provision ..., .
Capital expenditures .., .. .

Depreciation .. ..., .. .

SIX-YEAR HIGHLIGHTS
BEVERAGE SEGMENT -

Years Ended March 31

L T R

1984

(dollars in millions) -

©9%  (60)% - (3.6)%
28 320 313
69)%  22%  106%
38%  38%  35%
...... 807 90,1 96.6
9.6 9.2 9.2
369%  385%  324%
...... 1811 1673 1508
82%  110%  90%
3.2 29.3 244
87%  201%  14.6%
189%  175%  162% -
...... 833 ° 606 59.0
...... 2.9 28 26
54.0%  483%  414%
956.8 10001  1,007.1
@3)%  (36)% (20)%
64.0 61.32 55.7
44%  100%  123%
67%  61%  .54%
1440 1507 1556
...... 6.6 66 6.7
44%  407%  358%
2.0 11 (08
...... 20.3 17.7 159
...... 14.7 14.1 13.9
0.7 0.9 0.9

$ 7757 % 8328 § sme3 3 9195

5.3%
. 28.3

. (9.6)%

3.1%
97.6
94
29.0%

1384
7.0%
21.3
44.9%
15.4%
58.2
24
J6.6%

1,057.9

5.5%
- 49.6
7.8%
4.7%
165.8
6.8
N.8%
0.3
17.9
12.9
0.7

L%

1.6%
1.3
(2.5)%

3.6%
95.3

9.2
30.8%

129.3
11.9%
14,7

(19.2)%
11.4%
56,6

23
26.0%

1,002.6
2.8%
46.0
(8.5)%
4.6%
1519
6.6
J0.3%
1.5
20.8
11.9
0.3

1982

$ 8733 $ gr90

1%
324
1.2%
3.7%
967
89
33.2%

115.5 .
21.3%
L1az2
9.0%
15:8%
442
28
41.2%

975.4
6.9%
50.3
17.0%
. 529,
140.9
6.9
35.7%
45
223
9.7
0.2

{1} Net assets of the segment,

(2) Revenues divided by average capital employed.

(3) Operating profit divided by average capital employed.
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. FINANCIAL REVIEW

Qver the five-'year period from fiscal 1982 through 1987, McKesson restructured itself from a conglomerate
to a business focused on the distribution of & wide variety of nondurable consumer products, During this
period, the Company divesled its londs and chemical businesses that represented 37% of reported fiscal
1982 revenues, 40% of operating profit, and 47% of the capital employed. These divestitures generated
proceeds of mare than $425 million.

During this same period, the Company invested almost $600 million to acquire and expand new dlstnbutson
companies. These included wholesale drug distributors, principally Spectro and S-P Drug, and the new
Service Merchandising and Office Products businesses. By 1987, 72% of revenues, 46% of operating
profits, and 59% of dperating units’ average capital related to the drug distribution businesses,
Substantially alt of McKesson's capital is now invesiled in distribution oriented activilies,

Fiscal 1987 was a successful year on a number of counts, Earnings from cominuing operations for the year
of $2.04 per fully diluted share were 16% Higher than in figcal 1986, Per share earnings included 22 cents
of special items, reflecting the gain from the initial public offering of PCS stock which was partially offset by
a $10 million contribution o the McKesson Foundation. Net income fram continuing operations was up 27%
to $34.1 million fram $74.1 million in fiscal 1986. Relumn on average stockholders’ equity was 13.0%, up
frarn 12.2% in fiscal 1986, while the debt fo capfal rafio at year-end was reduced to 34.4% from 40.1% a
the end of the previous year. However, the fourth quarter results were below expectations.

Earnings per. share of 35 cents in the fourth quarter were 3 cents less than in the prior year period and
about & cents below expected levels. The shortfall was primarily due 1o an increase in cost of saleg
because of significant rises in pharmaceutical prices in the final momhs of the fiscal year and certain -
general merchandise invenlory writedowns. The Company uses the last-in, first-out {LIFO) method of
inventory accounting. which charges the mast recent cost of merchandise purchased to cost of sales.
Consequently, when price increases occur late in the year, the recorded increase in cost of sales cannot
be recovered during the period by raising prices to customers. Although the LIFO accounting method
reduces reported profil, it benefits the Company by decreasing income taxes and thus preserving cash,
The sffect of LIFQ in the ysars since adoption has been to reduce income taxes by more than $80 million,
‘thereby providing nen-interest bearing funds to finance the business.

F!evenue Growth

Fiscal 1987 revenues increaged %1 billion, or 17.8% 10 $6 7 hillion. The following table identities the
components of revenue growth:

- Yaars Ended March 31 E o

- - 1987 1DBE 1985 1984 1983
Existing busineszes e —— = " A
Real voclume growth ................ 4.9% 6.8% 35% . 50% 35%

Price increases ... ... ... 4.8 4.4 4.8 -obd 6.9

Growth from acquired businesses...... 81 22.5 - 80 26 _
Total revenue growth .. ... 17.8% 33 7% 15.3% 13 0%  104%

The practice in the distribulion businesses is 10 pass On 10 customers price increases from supphere Thls
coupled with the use of the LIFQ accounting method, results in inflation having little impact on the
Company's net income.

Revenue of the Drug & Health Care segment increased 18% to $4.8 billion in fiscal 1987, Fiscal 1987
revenues include approximately $1 bitlion in bulk sales of pharmaceutical products 1o retail drug chain
warehouses, up 30% from the prior year. These bulk sales have significantly lower gross margins than the
Company's oiher sales. The revenue ingrease was primarily attributable 1o 8 19% increase in wholesale
drug sales resulting from 9% real volume growth {of which 4% was due o growth in bulk sales and 5%
from other saleg), 6% from price increases and 4% due to acquisitions. [

The 53% increase in General Merchandise revenue in fiscal 1987 to $880 million was due to a #7% rige in
service merchandising sales. The gain in service merchandising was atiributable to 12% in real volume
growth and 2% in price increases, with the balance due largely to the inclusion of a full year's
performance of Mass Merchandisers, Inc., acquired in October 1985,
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Revenue of the Beversge segment declined 4% to $957 mitlion in fiscal 1987, Revenus of the bottled waler
operations increased 8% o $181 million as a resuft-of 4% real volume growth and a 4% price increase.
Offsetting the increase in botlled water was a.revenue decline in the wine and spirits businesses of 7% to
$776 mitlion in fiscal 1987 as a result of a 19% decline in real volume growth partially offset by & 7%
increase in prices which included. the effect of a liguor excise tax increase in Octaber 1985 and higher
costs of impons. The decline in real volume was due in large measure 1o the sale of several wine and
spirit houses in the second half of fiscal 1986 and the impact of the decline in the U.8. dollar on the prices.
of the Company's impaoried products. :

Operating Profit and Margins

Qperating proit increased in sach of the Company's three business segments in-fiscal 1987, The 7% tise
in eperating profit of the Drug & Health Care segment to $118.9 million was primarily atiributable to a gain
ot $5.5 million to $15.6 million in the operating profit of PCE. The $10.9 million increase in the operating
profil of the General Merchandise segment to $48.1 million was the resuit of gaing in the service
merchandising business due largely to acquisitions and a $5.9 million increase to $35.8 million from Armor
All Products. These gains were partially offset by increased |osses in the office products distribution
business related to computerization, reconfiguration of facilities and essentially flat gales. It is anticipated
that several more years will be required fo reach an acceptable level of profitability in office products.
Operating profil of the Beverage segment increased $2.7 million 1o $64.0 million. The rise was due to a gain
of $4.9 million to $34.2 million in botlled water operations, offset by a decline of $2.2 million tc $29.8 million
in wine and spirits results.

The following table identifigs the components of operaling margins:

As a Percent of Sates

1987 1988 1985 1984 1983
Gross margin .................... ... 14.7% 15.6% 16.7% 16.7% 16.6%
Operating expense ................... 119 126 136 ‘137 134
Operating margin .. .., T . BB% 3.0% 3% S.0% 3.2%

This decline relates to a shilt in overall Company sates mix to the wholesale drug operations which have a
lower gross margin than the Company’s other businesses and which have EXPerienced gross margin
declines, The gross margin of the whalesale drug operations declined from 8.2% in fiscal 1986 to 7.4% in
tiscal 1987. This resulted from competition for market share and an increase in bulk pharmaceutical sales
1o chain warehouses and hospital accounts both of which are at lawer than normal gross marging, The
bottom line effect of the gross margin decline bas been partiafly offset by improved productivity which has
reduced operating expense (selling, distribution and administrative expenses) as a percent of sales. In the
wholesale drug operations, operating expense as a percent of sales declined from 5.8% in fiscal 1986 to
£,3% in fiscal 1987,

initial Public Offerings and Special lems

In October 1986, the Company's Armor All Products subsidiary issued 3,500,000 common shares to the
public resulting in net proceeds of $40.2 million and reducing McKesson's ownership interest 1o 83.3% This
capital transaction increased consolidated equity by $30.4 million. In Navermber 1986, the Company sold
2,000,000 common shares of its PCS subsidiary to the public, redicing McKesson's ownership interest 1o

86.2%. The Company received net aftertax proceeds from the sale of $17 million, resulting in & $15.6 million
aftertax gain.

At the time ot the PCS slock sale, the Company made a $10 millicn special contribution to the MeKasson
Foundation, which partially offset the $23:1 million pretax gain recorded on the stock sale. This grant will
enable the McKesson Foundation to fund ils activities withou additional contributions from the Company for
several years, The gain on the PCS stock sale and the special contribution hiave been classified as special
items in the Company's financial $tatements. The net effect of these special tems increased pretax income
by $13.1 miflion and ret income by $10.6 million, or 22 cems per share,
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Discontinued Operations , : :
During fiscat 1987, McKesson sold its chemical businesses. Prior years® financial information has been

restated to include the chermical businesses in discontinugd operations. The fiscal 1987 $4.4 million aftertax

ioss in discontinued operations included aftertax income of $2.3 million-fram operations and an aftertax
loss of $6.7 million on dispositions. Approximately half the 1035 on dispostlions resulted-from the sale of
chemical aperations after providing for cleanup costs at certain storage and disposal sites and other
relained habililies. Also an additional provision was made for polential muitiemployer pension liabilities
relating to the Gompany's former dairy operations divested in fiscal 1983,

Capital Expenditures
Capital expenditures by major businesses were as follows:

Figeal

Fiscal 1985-87

1987 Average

. . . (i milligns)

WholesaleDrug......................: ..... e 827 -$21
General Merchandgise Distribution ... ... - 8 10-
Water ... o, T S 18 16
0] 7= L PR R 13 _18
Total ... e 366 - 86

Cperating Working Capitat .

Al March 31, 1987, McKesson's investiment in operating working capital (rrade receivables plus LIFO
inventory less trade payables) was $616 million. The table below identifies ygar-end operating working
capital as a percent af sales.

Fizcal
Fiscal 1885-87
1987 Average
Wholesale DIug ... e s B2% 7.9%
General Merchandise Distribution .................. 170% _179%
Wine & Spirts .. ... 8.6% 87%
Total COMPANY ... i iaaiiaia e 0,3% 97%
Cashfiow and Liguidity .
Cashffow before financing activities, acquisitions and divestitures was as tollows:
. Fiscal
Fiscal 19A5-87
1987 Average
{irn milions)
Cash from operations before working capital
CRBNGES oo e i i $128 127
Waorking capital changes . . ........ ..o (1)) (87
Operating gashflow ... ... ... ... .. ... . ... 77 70
Capilal expendifures—net .. ... {60} {60)
Operating cashilow after capital expenditures ... .. Y 10
Dividend distributions ... .. ..o i . (54 {48)
B $(37) $(39)

Cashilow from operations is expected o continue 1o be sufficient to meel the operating needs of the

Company and the anticipated level of capital expenditures. The Company's liquidity and capital resources

are not expecied to be materially affected by capital expenditure commitments. The Gompany does nol

currently anticipate & continuing source of funds from sales of equity securities of majority owned
subsidiaries. .
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Capitalization
The Company's capitalization at March 31 included the following:

Toaz 1986 1385
{in millicmns)
Short-1erm borrowings ... ... ¥ 151 Y I 721
Term'debt ,,...... e e e e et a e 361.5 37849 . B0
Convertible debt .. ... ... . .. . i 75.1 924 B2.9
Totabdebt .. ... . 4517 528.6 2420
Deferred taxes and rminority interest . . . e, 97.4 .- 8934 . 770
Stockholders' equity—net .. .. ... 762.2 695.8 558.6
- Total eapitalization ...... .. ... ... ... ... .. ..., 313113 $1,317.8 . 38776
Debt to capital ratio at March 31 ... oo i 34.4% 40,1% 27 6%
Average interest rate-during year : . . .
Short-term borrowings .. ... .. e . 7.2% S 90% 10.2%
Otherdebt ... ... ... ......... el e 9.4 9.4 8.1

In fiscal 1986, the Company financed its wholesale drug acquisitions by issuance of term delbt totalling
approximaitely $250 million which had the effect of raising the debt to capital ratio 1o 40% ai March 31,
1886, The ratio decreased at March 31, 1987 as a result of cashflow generated from operations and’
divestitures, The Company's $180 miilion revolving credit facility and access to capital markets provides
sufficient financlal capacity and guaranteed borrowing availability 1o fund the Company's business - ‘
expansion. At March 31, 1987 the unused borrowing capacily under the revolving. credit facility was $164.9
million. Certain debt agreements require that the Company maintain minimurn levels of net worth. At March
31, 1987, net worth was approximately $189 million in excess of such minimum levels, . ‘

Stockholders' Equity

At March 31, 1987 there were 120,000,000 sharas of $2 par value commaon stock aiithorized of which
42,515,487 were outstanding net of treasury shares, In October 1986, the Company’s common slock was
split two-for-one, effected in the form of a dividend, . T

Fully diluted shares used iri compuling earnings per share were 48.2 millian' in fiscal 1987 compared with
44.5 million in fiscal 1986. The increase was due primarily 1o shares. issued for the acquisition of MMI in
Cclober 1985,

The Company repurchased 1.2 million common shares at an average frice of $31.80 per share in fiscal
1987-and anticipates repurchases of 2.4 million shares in fiscal 1988. The repurchases are. designed to
offset the effect of the issuance of shares through employee incentive plans-including the Company’s sale
to the McKesson Employee Stock Ownership Plan in fiscal 1987 of 1 million common shares for $30.2
million, and conversion of alher securities.

Acquisitions

Acquisitions in fiscal 1987 included two service merchandising businesses; Millbrook Distributors, inc, and
Carlstrom Foods, Inc., and two other businesses for a total of $23.3 million in cash. in fiscal 1988, the
Company acquired Speciro Industries, Inc. and S-P Drug Co., Inc.. primarily whotesale distributors of
drugs, health 'and beauty aids and sundries, for a iotal of $254 million in cash, and Mass Merchandisers,
Inc., a sefvice merchandiser, lor approximalely 4.2 million shares of the Company’s comman stock then
valued at $96 milion. The Spectro, 5-P Drug and MM) acquisilions resulted in goodwill of $229 million
which is being amortized over 40 years,

Pension Plans

Substantially all full-time employees of the Company not covered by union-sgonsored mulliemployer plans
are covered under Company-sponsored defined benefit retirement Plans, profit-sharing incentive plans and
an ESOP. At March 31, 1987, the $181 million market value of the assets of the defined benefit plans
exceeded the projected benefit obligation for services rendered to date by $9.2 million. A total of 3.7 million
McKesson shares, or 8.7% of the shares outslanding, were held for employees in the profit-sharing and
ESOP trusts at March 31, 1087,
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Incorme Taxes

The reconcilation between the Company's effective tax rate on income from continying operations and the
statutory. federal income tax rate is as follows:

1287 1986 1985

Statutory federal income X TAE .. ... o 46.0% 46.0% 46.0%
State and local INCOME tBXES .. .. .. e i i 46 47 48
Nondeductible amorlization ... ... . e i 2.5 2.7 1.7
Capital gains ... .. A 2.9 (0.6} oA
ITC and tax benefit legs8s .. .. .. . et inr et {3.6) (3.1) (2.0}
Other—net ...... PR (2.4) {1.2) 2.3

Effective taX TalE . ... o e iie et ﬂ.ﬂ&:% ﬁ% ﬁg%

The Company’s effeciive tax rate in fiscal 1987 benefitted from the capital gain on the sale of stock of the
PCS subsidiary. Implementation of changes required by the Tax Reform Act of 1986 had no significant
impact on the results for fiscal 1987 as the loss of the tnvestment Tax Credit was slightly more than offset
by the favorable effect of the new law on lax benefit lease investments. Based on preliminary analysis, it is
anlicipated that changes in the tax law will have a positive impact on both earnings and cashflows in fiscal
1988 and fulure years,

Management’s Aesponsibility

McKesson Corporation is responsible for the preparation and accuracy of the financial statements and
other informiation included in this report. The consofidated financia! statements have been prepared in
conforrity with generally accepted accounting principles using, where appropriate, management’'s best
estimates and judgments.

In meeting its responsibility for the reliability of the financial statements, the Company depends on ils
systern of internal accounting control. The system is designed to provide reasonable assurance that assets
are safeguarded and that transactions are executed as authorized and are properly recorded, The system
is augmented by written policies and procedures and monitored by an internal audit department,

The Board of Directors reviews the financial statements and reporling practices of the Company through its
Audit Committes, which is composed entirely of directors who are not officers or employees of the
Company. The committec meets regularly with the independent audiors, imernal audilors and manageamenl
to discuss audit scope and results and 10 consider internal control and financial. reporting matlers. Both the
independent and imternal auditors have unrestricted access 10 the Audit Committee, The entire Board of
Directors reviews the Company's financial performance and financial plan.

bowr v Hd] 0L fub) 2

Thomas W. Field, Jr. Alan Seelenfreund
President and Chiel Execulive Officer Executive Vice President and Chief
Financial Officer
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OPINION OF INDEPENDENT PUBLIC ACCOUNTANTS

McKesson Corporation:

We have examined the consolidated financial statements and supplementary financial schedules of
McKesson Corporation and subsidiaries listod in ltem 14(a) on page 9. Our examinalions were made in
aceordance with generally accepted auditing slandards and, acenrdingly, included such lesis of the
accounting records and such other auditing procedures as we considered necessary in the circumstances,

in our apinion, such consolidated financial statements present fairly the financial position of McKesson
Corporation and subsidiaries at March 31, 1987, 1986 and 1985 and the results of their operations and the-
changes in their financial position for each of the years then ended, in conformity with generally accepted
accounting principles applied on a consistent basis. Alse, in our opinion, such supplementary financial
schedules, when considerad in relation to ihe basic consolidated financial statements, presem fairly in all
material respects the information shown therein,

DELOITTE HASKINS & SELLS

San Francisco, Calitornia
May 22, 1987
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McKESSON CORPORATION
STATEMENTS OF CONSOLIDATED INCOME

2 g T =T S
Costs and Expenses

Cost of SAlES . .ot e '

Seling - .. e
DHEIAEUGION « o et e e
AOMinmstralive .. .. s e
Ty e A R

Special tems (Note 2)

Gain on sale of subsidiary stock . ...... ... ool
Contrinution to McKesson Foundation .. ... ovon ol i
Incomo Before Taxes onincome .. ... ... ooeevrn -
Taxes onincome (Note 10) - ... oo
Income Before Minority fmtarest ...
Minority interest in net income of subsidiaries ............

Income After Taxes
Continuing aperalions .. ..o i a i
Discortinued operations (Note 8) ... ... ..o

o I [T e 11 = NN
Earnings Per Common Share r
Fully diluled earnings
Conlinuing operations ...,
Discontinued operations . ... ... o

TotAl o s

Primary earnings
Conlinuing OPErAtONS ... ueu oo
Discontinued operations ... ... oo

Total e

Shares on Which Earnings Per Common Share Ware
Based

Fully dilufed ... ...ooeie i e
S Taa T 122 L R

See Financial Notes.

A2

Years anded March 31

1987 1986 1985
{in millisns except per share amounts)
36,6716 $5.665.7 $4,236.7
56734 4,766.2 3,518.3

2410 2124 1734

2822 266.1 200.3

2608 2358 2015
44.4 41,2 22.5

6511.8 5.621.7 4,116.0
a3l

(10.0)

1729 144 0 120.7
76.4 — '_Bﬂ 58.3
96.5 741 62.4

__ 24
241 74.1 62.4
{4.4) 3.8 26
$ 897 3 778 $ 650
I 2M4 ¥ 176 $ 1863
(.09} 08 06
$ 185 3 184 $ 1.69
$ 217 § 188 $ 1738
{10 10 07
$ 207 $ 198 $_1.80
482 44.5 409
431 39.1 37
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McKESSON CORPORATION
CONSOLIDATED BALANCE SHEETS

ASSETS
March 31
1967 1988 1985
{in millions}

Cash and shorl-lerm investments . ... el 477 § 446 § 444
Beceivables (Note 4) .. ... .. o i 65131 5171 J68.0
tmventories (Nole B) ... oo I 733.8 663.0 484.8
Prepaid expenses (Note 10} .. ... ..o 96.4 38.2 24.5

Total current 88815 . ... .. oo i _1451.0 12629 921.7
=Y o S RPN 33.3 34.0 23.2
BUBINGS ... ov e e i 189.2 179.0 114.0
Machinery and @qUIPMENL ... ..o e 348.6 3249 255.2

Total property, plant and equipment........... 57141 5371 392.4
Accurnulated deprecialion ... .. oo 2236 1996 1456.4
Net properly, ptand and equipment ... ........ ... T, 3475 35 2470
Goodwill and other intangibles ............ ..o . 3Ne 317.9 6.1
Other assets (NOWE B) ... o i 975 169.2 200,2

Total e $2 207.6 $2.087.5 $1,465.0

LIABILITIES AND STOCKHOLRERS' EQUITY

Accounis payable—trade ..., e § 5437 $ 4508 $ 3558
Drafls payable . ... . ... .. e 187.5 1334 113.2
Current portion of long-term debt (Notes 7and 8) ........ 553 38.4 8.1
Salaries and Wages .. ... ... oo i 51.8 45.6 335
2.1 I 355 41.1 349.6
Interest and dividends ... .. . 19.3 210 14.3
[0 { 7= R P B8.5 778 31.0

Total current liabiliies ............ e 9918 2081 5055
Long-term debt (Notes 7and B) ... .v e 396.4 480.2 2338
Deferred taxes on ingome (Note 10} ... ... .ot 84.5 934 77.0
Minority interest in subsidlaries ... ... oL P 109
Stackholders’ equity:
Preferred StOCKS ... . it 86 10.0 11.3
Common stock (shares issued; 1987, 44.4; 1986, 43.0 and

1986, 388} ... e 888 430 s
Other Gapital ... oo e e 254.4 194.2 102.2
Fietained @armings ... ....vuvirr oo 502.4 509.6 478.5
Accumulated translation adjustment ... ... {9.5) {10.6) {8.4)
ESOP note and guarantee (Note 1) ... 45.8) {16.8) (17.9)
Treasury shares, at cost {(shares: 1987, 1.9; 1986, 2.1 and 1985, T
L T R {(36.7) !33.&) 545.9)
Net stockholders’ equity (Notes 8 and 11} ... .. 7622 695.8 558.6
Total ... e $£2.207 6 $2,087.5 $1,465.0

See Financial Noles.
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McKESSON CORPORATION

STATEMENTS OF CONSOLIDATED STOCKHOLDERS' EQUITY
Years Endec March 31, 1987, 1986 and 1985
(shares in thousands, dolflars in millions)

Preforred Slocks Common Stock
Shares Amount Shares Amount

Balances, March 31, 1984 ., ., .. ... .. ... ... ..... 358 $125 19,304 faa8
Purchase of shares ........... .. . ..o vt

Issuance of shares under employee plans (Nofe 9} 3

Conversion of debentures and preterred stocks ... .. (35) {1.2) 15

03T

Translation adjustment .. ... oL

Netincome ... ... . e e

Cash dividends

Preferred stocks (Series A, $1.80 per share; Series B,
$208 pershare) . ..., ... . e e

Common, $1.20 per share (Nole 8) . .......... ...,

Balances, March 81, 1985 ... ........c.ivrvnnnnnn. 323 1.3 18,412 388
Purchase of shares ............. ... ..............

Issuance of shares under employee plans (Note 9) .

Conversion of debentures and preferred stocks ... .. (37) {1.3)

Acquisition of Mass Merchandisers, Inc. {net of 88,000
pre-split shares held inescrow) . ................ 2,124 42

ESCP nofe payment . ...................... e,
Fair value of optiona exchanged in acquisitions . .. ...
L2
Translation adjustment .. ... ... ..o oo
Netincome ......... ... . ... .. ... ... .. ... ...
Cash dividends

Preterred stocks (Series A, $1.80 per share; Series B,
205 persharel ...,

Common, $1.20 per share (Notle 9) ... ........ ...

Balances, March 31,1986 ........................ 286 10.0 21,536 43.0
Two-for-one stock split (Note 9} ... ... ... .0 21,636 43.0
Purchase of shares ... .. . . . . . . ... .

tssuance of ghares under emplayge plans (Note 9) . 1,354 27
Conversion of debentures and preferred stocks ., ... (40} {1.4)

ESOP note payment ... ... ... ... ... ..

[ssuance of subsidiary slock (Note 2)

Other . ... s ' 5l 0.1
Translation adjustment .. ... e

MNetincome . ... e e

Cash dividends

Freferred stocks (Series A, $1.80 per share; Series B,
$205 per share) .. ..o e

Common, Bl 26 parshare .. ... ... ... .........
Batances, March 31,1987 ... .. ... .. 246

|
|
|
|

3
o
3]

44,425 §8a.8

See Financial Motes.
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Accumulgied ESOP

Tredsury

Other Retained Translation Note and Comman
Cagpital Earnings Adjustment Guarantee Shares Amount
$103.3 $456.9 § (7.6} (1,643) $(51.2)
{651) (23.7)
(1.4 $(17.9) 719 26.4
{0.6) 67 2.6
0.9 1
{0.8)
65.0
{0.6)
(42.8)
102.2 478.5 (8.4) (17.9) {1,407) (45.9)
(225) {(10.6) -
(5.5) 504 19.8
{1.2) 8 3
BE.5
11
114
0.8
(2.2
779
(0.5)
{46.3)
194.2 5096 (10.6) (16.8) {1,050) (33.6)
{43.0) {1.050}
(1,164) (37.1)
350 (1.1} {30.2) 480 10.0
(5.9) o218 24.6
1.2
30.4
0.7 0.8 (A4) (0.6)
1.1
89.7
(0.5}
(63.1} .
$254.4 $502.4 $ (9.5) $(45.8) (1,910) (36.7

A-15

Net
Siockhalders'

Equity
$552.7
(23.7)

71

0.8

* 0.9
(0.8)
65.0

(0.6)
{42.8)
558.6
{10.6}

14.3
06

90.7
11
11.4
08
(2.2).
779

(05)
(46.3)
6958

(37.1)
16.4
17.3

1.2
30.4
1.0
1.1
89.7

{0.5)
53.1) -
$762.2
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McKESSON CORPORATION

STATEMENTS OF CHANGES N CONSOLIDATED FINANCIAL POSITION

Yoars ended March 31

lagy
Operationsg S
income alter taxes from cantinuing uparatmns ........... $ 941
lems not altecting workmg capital
Depreciation .. ... ... .. .o, P, 43.1
Amortizafion ... ... .. ... ... ..., e P 12.3
Deferred laxes onincome ... .. .. ..o oo, (6.9)
Aler-tax gain on sale of subsldiary stock .............. (15.6)
T - 09
Total from continuing operations befare
changes in working capital . ........ .. ..... 1283
~ Decrease (Increase) in operating working capitat*
Receivables . ... ................. ... e {85.6)
Inventories . .................... e PP (58.5)
Accounts and drafts payable . ... ... ... ... .. ... 102.2
Other ........... .. e _ 38
Total working capital increase . ............... {51.5)
Cash provided from continuing operations .. .. 76.8
Discontnued Operations . ....................... T {15.7)
Dividonds Declared ........................ e {53.6)
investments
Capital expenditures ... ... . ... ... ... .. {65.8)
Properties zold .. ... e 59
Acquisition of businesses, less cash and shori-term
mvestments acauired . ... ... oL (23.3)
Proceeds irom sales of discontinued operations .......... 950
ey e [ 50
Total inveglments ... ... ............. PP J6.7
Financing Activitios
Froceeds from issuance of debt . ... e 302
Repaymentofdebt ... ... .. ... ............. e (117.0)
Proceeds after-tax from salefissuance of submdrary stock 57.1
Capital stock transactions
ISEUANGES . . e e 48 4
Conversion of debentures ... ./ .. .. ... ... 17.3
Treasury stock acquired ... ...... ... . ... .. ... ..., (37.1)
ESOP note and guaramee ... ... ... ... ... ... (29.0)
Total financing activities . .................... (21.1)
increase (Decrease) in Cash and Short-Term
IVestments . ........ .. . i $ 31

*Excludes cash, shor-term investments and borrowings.

Eee Financial Notes.
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1086
{in milliona)

£ 741

389
10.8
1.7

(14
1341

{43.5)
(37.3)
21.2

(8.6)
{68.2)
65.9
19.4
(46.8)

(76,7

(335.8)
10.1
15.6

(377.4)

269.3
(38.5)

117.2
0.8

{10.6}
1.1

3381

1885

=
=2

{0.2)

(60.6)

96.0
(72.4)

26.0
0.8
(23.7)

(17.9)
8.8

$ (1.7)
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McKESSON CORPORATION

FINANCIAL NOTES
1. Significant Accourding Policies

Consofidated Financial Statements include the financial statements of all significant majority-owned
companies, except those classified as discontinued operations. All significant inlercorporale amounts have
been eliminated. Minority interest represents minority shareholders’ preportionate share in the equity of
majority-owned subsidiaries.

Restaterrrent,  Prior years' financial informakon has teen restated to reflect the discontinuance of chemical
aperations as discussed in Note 6 and for the two-for-one steck split discussed in Note 9.

Irventories consisl of merchandise held for résale and are stated at the lower of cost or markel, The 0051
of substantially all inventories is determined on the iagl-in, first-oul (LIFC} method.

Property, Plant and Equipment is stated al cost and depreciated on the slraighi-line method al rates
designed to distribute the cosl of properties aver estimated service lives,

Goodwill and Other Intangibles are amortized over periods estimated to be benefitted, ranging from 5 to 40
years and are siated net of accumulated amortization of $65.2 million, $52.9 million and $42.0 million at
March 31, 1987, 1986 and 19865.

Tax Benefit Lease Invesiments of $22 4 million at March 31, 1987 are included in Other Assets and
represent the unamorized cosl of tax credits and tax depreciation deductions purchased from others
through fiscal 1984 as allowed by the Economic Recovery Tax Act of 1981. Income resulting fram the
purchase of tax ¢redits is recognized at a constant rate of return on the unrecovered allocated cost. The
cost allccaled to tax depreciation deductions is amorized to expense in the periods when tax deferrals
exceed the allocated cost, :

FPension Costz for the Company sponsored defined benefit plans are accounted for in accordance with
Staterment of Financial Accounting Standards No. 87, Employers Accounting for Pensions, adopted in fiscal
1986. The projected unil credit method is used for measuring net periodic pension cost over the
employees’ service life. Costs are funded based on the recommendations of independent actuaries.

2. Subsidiary Initial Public Offerings and Special ltems
In Oclober 1986, the Company's Armor All Preducts Corporation ("Armor All”) subsidiary issued 3,500,000
commen shares 10 the public reducing the Company’s owrership inlerest to 83.3%. The $40.2 million net

proceeds from the offering resulted in additions to Other Capital of $30.4 million and Minarity tnterest in
Subsidiaries of $9.8 rmillion,

In November 1986, the Company sold 2,000,000 cornman shares of its PCS, Inc. ('PCS™) subsidiary to the
public reducing the Company's ownership interest 10 86.2%. The net proceeds from the sale of $24.5
million, resulied in a $23.1 million pretax gain and a $1.4 million addition to Minority Interest in Subsidiaries.
Al the time of the sale of the PGS stock, the Company made a $10 million special contribution 1o the
McKesson Foundation. The gain on the sale of the PCS stock and the special contribution have been

classified as Special Hems in the accompanying financial staternents. Tha net effect of these special items
increased pretax income by $13.1.million and net income by $10.6 million or 22 cents per share.

3. Acquisitions

The Company acquired twe service marchandising businesses, Millbrook Distribwitors, Inc. and Carlstrom
Foods, In¢., and twa other businesses in fiscal 1987 for $23.3 million in cash. The acquisitions were
aceounted for as purchases and resulled in goodwill of $7 million which is being amortized over 25 to 40
Vears.

In fizcal 1286, the Company acquired Spectro Industries, inc., 5-P Drug Co., Inc., and Mass Merchandisers,
inc. Additionally, three velerinary products distribulion companies were acquired during the year. Al of

A-17
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McKESSON CORPORATION
FINANCIAL NOTES (Continued)

these acquisitions were accounted for as purchases and resutted in goodwill of $229 million which is baing
amartized over 40 years, ‘ ‘ .

The costs of the Spectro and S-F Drug acquisitions were $172 million and $82 million, respeactively,
including cath and the fair value of McKesson commaon stock options issued in exchange for oulstanding
stock options of the acquired companies. Spectro and S-P Drug-primarily distribute drugs and health and
beauty aids, ‘

MMI was acquired for appraximately 4.2 million shares of the Company's common stock exeduding
approximately 176,000 shares being retained in escrow for up o five years to provide for certain conlingent
liabilities of MMI. The total cosi of the acquisition was $98 rmilfion including the fair value of McKesson
common slock oplions issued in exchange for outstanding MMI stock options. MM! is a sorvice
merchandiser, distributing nonfood itema {including health and beauty aids hpu'sew;ires, hardware and
other general merchandise) 1o retail outlats. - ‘ ' : :

It the Spectro, S-P Drug and MM acquisitions had occurred at the beginning of fiscal 1986, pro forma
fiscal: 1986 aperaling results from continuing operations would have been as foliows: revenues $5933.3
million; income atter taxes $75.3 milior; and fully diluted earnings per common ghare $1.70 based or 46.8
million fully diluted shares,

The three veterinary acquisitions were made for cash at a tolal ¢ost of $12 millian,

in fiscal 1985, the Company acquired five businesses,-for a tolal cost of $67 million. These acquisitions
were accounted for as purchases and resuited-in goodwill of $23 -million, .

4. Mecewables

March 31
IO - 1986 1085

o {in milliona)
Customer accounts . -...._...... ... . o $8235 0 4137 33233
Motes and other ......... ..., .. e 1101 764 56.4
Totdl .o 633.6 5377 479.7
Allowances ............ ..., ... ... ' 205 206 117
Net oo ... ... S $613.1 $5171 - $3680
. —

The allowances are for uncollectible amounts, discounts, returns and other adjustments,

5 Inventories

‘March 31

{in miliiong) ‘
FIFQ cost .o ouvovunn Lo 39018 $803.0 $601.2
Adjustment fo LIFG ..., ... ... . 167.7 140.0 116.4
Inventories, principatly at LIFO cost ...  $7338  $863.0 $484.8

&, Discontinued Operations

In fiscat 1987, the Company sold its chemical operations. Prior years' linancial information has been
reslated 10 include the chemical businesses in discontinued operations. The Company retairied- certain
chemical sites and the responsibilily for certain contingent liabilities {see Note 13), ‘

During fiscal 1986, the Company compleled the sale of its international fuods operations. In fiscal 1985, the
Company completed the sale of its domestic foods businesses and substantially completed the divestiture
of #s homebuilding operations. ’ ‘ ’
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McKESSON CORPORATION
FINANCIAL NOTES (Continued)

The nat- assats of discontinuad Dperatlons at March -3 mcluded in Other Assets were as follows;

1887 1886 "1985

‘ P ‘ {in millions}
Totabassels .. ....... 0 ... ... ... ... - $34.2 $211.4 '$212.2
-Total liabilities ........... R, e 158 M7 ~ B6.7
"Nelassels ................ $184 - $ 807 $115.5

Al March 31, 1987, net agsens inclucde $5.5 million from international pharmaceUtical operations, $15.2
million from homebuilding and net liabilities of $2.8 million from ¢hemical operations. The assets consist
primarily of land held for sale and investments in unconsolidated affiliates which will be liquidated aver the
next several years. The March 31, 1986 and 1985 net assets include $75.4 milion: and $73.1 million,
respectively, from chemical aperations, -

Resuits of operations and dispositions of discontinued operalions were ag fc_:nllowsf
' . . 1986 1885

C,L#?ma-:'-" / .""ﬂ:'ﬂi?ﬁfu;; g For i

0 ! f""""

Revenues ....................... *?', .. $3941 $628.6 $7754
“ Income before laxes ......... e % 30 - % B2 $ ‘6.8
Provision for taxes on income . ........ 0.7 29 23
l‘s_!_et_ ........ e 2.3 5.3 45
Giain {loss) on dispositions ............ (13.1) 0.8 {11.5)
Provision {benefit) for taxes ........... (6.4} 2.4 _ (98
Mel o e 8.7) (1.5) . {1.9)
Income (loas) from discordinued .
, operations ........................ 5 (4.4 $ 38 3 26

The $13.1 million loss on digpositions in fiscal 1987 includes $8.1 milion from the sale of the chemical
operations Including provisions tor cleanup costs al cenain waste storage and disposal sites and other
retained liabilities relating to the operations and a $3.7 mitlion additional pravision for potential liabilities
under the Multremployer F’ensmn Plan Amendments Act of 1980 related 1o the sale of the dairy operafions
in fiscal 1983, : .

7. Long-Term Dett . . Mateh 31 . ‘
1587 1986 1985
. : (in millions)
Borrowings supported by bank revolving
credit agreement .. ................, § 159 $ 573 721
Nates payable to banks .............. 76.0 718 17.9
87 % Noles due 1991 ... ........ .. 747 746
10%% Notes due 1996 ............... 748 74.8
8.65% to 10.25% Notes due through 1991 €1.7 61.7
6.5% to 11% IDRBs due through 2013 . 3.0 42.3 251
Capitat lease obligations (averaging 11%) 10.8 14.8 185
Other, 6% to 15.7%, due throagh 1985 . 29.5 389 255
Convertible debentures
934% due through 2006 ... ... ... .. 65.4 80.0 80.0
9% due through 2005 .............. 78 10.0
6% due through. 1994 .. .., .. ... .. 1.9 2.4 29
Total oo loiii i 451.7 528.6 242.0
Less current portion .. ................ 95.3 384 8.1
CTotal oL $ 396.4 $490.2 $2338
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McKESSON CORFORATION
FINANCIAL NOTES (Continued)

The Company has a revolving credit agreement with seven banks whereby the banks commit borrawing
availability up to $180 million at the prime interest rate (7.5% at March 31, 1987) or money market-based
rates, The agreement renews autornatically sach year. To terminate its participation, a bank must give at
least 22%2 months natice, in which event any borrowings oulstanding at the expiration of the notice period
must be repaid in four equal annual installments baginning July 15 of the year following the notice
expiration period, The agreement containg limitations on additional indebtedness and lease obligalions, and
reguires maintenance of minimum levels of working capital and net warth. Commitment fees paid 1o banks
in frscal 1987 were $0.4 million, Compengating balances were not required, At March 31, 1987, unused
borrowing capacity under the revolving credit agreement wag $164.9 million.
Notes payable to banks al March 31, 1987 include $45.8 million dus through 1996 baarlng interest at
approximately 80% of the prime-or 85% of money markel interest rate, relating 1o the Emplayee Stock
Ownership Plan {"ESOP") discussed in Note 11. The remaining $30.2 million bears interest al 9.2% to
8.7% and is due through January 2008.
The: 935% debentures are converlible into common stock at $21.88 per share and are currently redeemable
at 106.83% of principal. The 9% debentures, originally izsued by Mass Merchandisers, Inc., are converiible
into common stock at $24.42 per share, The 6% debentures are converiible into common stock at $15.33
per share, .
Aggregate annual payments on fong-lerm debt and capitalized lease obligations for the years ending
March 31 are:

Long-Term Capital

Detit Leases Total
{in millions) ’

1988, ... % 54.4 309 $ 553

1989 . ... 31.8 0.6 32.4

. W0, 202 05 227
WL, 102.8 0.5 103.3

2. s 8.3 05 8.9

Later years .. ........... 2214 7.7 2239.1

Total ........... 34409 - $10.8 34517

8. Lease Obligations :

The Company leases facilties and equipment under both capital and Operatlng leases. Net assets held
under capital leases included in property, plant and equipment were $9.4 million, $10.8 million and $13.4
million at March 31, 1987, 1986 and 1985, Amarlization of capital leases is included in depreciation
expense.

Future minimum lease payments and sublease remals in years ending March 31 are:

Non- Non- -
canceliable cancellable
Operating Subleaze Capital
Leages Rentals Leasgs
. ‘ (in millions}
1988 . e g 237 {19 3 17
VB we (1.6). 1.4
VA0 1.8 {1.2) 1.3
1991, 8.3 {1.0) 1.3
1992 . . 58 (1.0} 12
lalefyears . .. ... L 37.2 (1.3) 14.8
Total minimum lease payments ... .. .. $ 1041 § B0 217
Less amounts representing interest ... 10.9
Fresant value of minimum capital lease
payments ....... .. ... o0 e 3 108
A-20

BR0OO1146



MCKESSON CORPORATION
FINANCIAL NOTES (Continued)

Rental expense was $42.4 million, $39.5-million and $30.7 million in fiscal 1987, 1986 and 1985,

Most real property leases comain renewal oplions and provisions requiring the- Lﬂmpany 10 pay property
taxes and operating expenses in excess of base perlod arnounts,

8. Stockholders’ Equity

In October 1986, the Company’s common stock was split two-for-one effected in the form of a dividend.
Per common share and common-share amounts have been restated to reffect this split except that
common share aclivity in the Statement of Consolidated Stockholders’ Equity is shown as if the stock split
occurred at April 1, 1986.

At March 31, 1987, there were a {otal of 6, 000 000 shares of cumulative préferred gtock ($35 par value)
authorized, of which 245,724 shares classified as Series A and 117 shares classified as Series B preferred
stock were authorized and owuistanding and 5,754,159 shares of cumulative preferred stock were authorized
and unissued. At March 31, 1986 and 1985, 286,221 and 323,390 Series A and B preferred shares were
authorized and issued and 5,713,779 and 5,676,610 cumulative preferred shares, respactively, were
authorized and unissued. Series A preferred shares are convertible, at the option of the holder, inlo 3.25
shares of commoen stock and are callable at $37 per share. Series B preferred shares are convertible, at
the option of the holder, into 3.1818 shares of comman stock and are callable at $3% per share. Each share
of cumulalive preferred stock has voting rights equivalent to a share of common stock,

Al Mareh 31, 1987, there were 10,000,000 shares of preferred stock (no par value} authorized and unissued.
In May 1986, the Company's Board of Direciors declared a dividend to common stackholders of rights to
purchase, under certain conditions, Series A Junior Participating Series Prefered Stock. Such rights are
exercisable only in the event of acquisition of 20% or more of the Company’s common stack by another
entity or a tender offer for 30% for more of the Company’s common stock. Such righls will cause
substantial dilution 1o a person or group that attempts o acquire the Company without conditioning the
offer on a substantial number of rights being acquired. The rights expire in 1996.

At March 31, 1987, there were 120,000,000 =hares of $2 par value common stock authorized, of which

42 515,487 were outslanding net of treasury shares and 4,233,000 common shares were reserved for
conversion of cumulative preferred stock and convertible debentures, As discussed in MNote 3,
approximalely 176,000 shares issued in the acquisition of MMI remain in escrow pending the resolution of
certain contingeént liabilities of MMI and are not included in Duistandmg shares.

Options 1o purchase commaon stock at various times through 1997 have been gra'm'ed at markel prices at
date of grant 10 key employees.

Option information follows: _ 1987 - 1986 1985
Option Sharaes ] . . S : .
Outstanding at beginning of year ....................... 3,864,564 3,229,288 2823478
Granted ... .. . e 22,700 892,180 851,664
Exchanged for options of acqmred companies at prices of

$l26to $1933pershare ... ... 862,000
Exercised at prices of $9.25 to $26.81 per share . ....... .. (664,627) {867 930) (150,588)
Cancelled .. ... (304,124} A{172,008) . [208,450)
Surrendered (stock appreciation rights) ... ......... {48.020) (78,966) (686,818)
Quistanding at year-end ... ., T 2,870,493 3,864,564 3,229,288
Available for additional grants at end of year e 1,819,388 1,501,338 244,914
Reserved atend of year . ... .. ... ... ... ... .. ... 4,689,881 5,365,902 3,474,202
Exercisable atend ofyear ... ....... .. ... ... ... 887,262 1,340,000 864,928
At yaar-end - :
Range of oulstanding option prices .. ............... vo.. $1.26-831.81 $1.26-3726.81 $9.25-$23.50
Aggregate amounts (in millions) ‘

Optionprice . .........ciiiiiiinnnat. L $56.8 $75.0 3598

Marketvalue .. ... ... $110.2 $117.4 $608
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FINANCIAL NOTES (Continuad)

The options granted during the years ended March 31, 1986 and 1985 include 36,000 and 90,000 opfions
with slock appreciation rights. No options were granted with slock appreciation rights in fiscat 1987, The

option holders may exercise the oplion or, with the appraval of the Compensation Committee of the Board -

of Directors, may receive the appreciation in the stock’s value in the form of cash or stock,

The Company contributed 1o its profit-sharing investment plan 195,000, 206,000, and 248, 000 commnn o
shares in fiscal 1987, 1986 Emd 1985, In addition, -1 ODOOOD shares were sold to the Employee Stack .
Qwnership Plan in each of the flscal years 1987 and 1985,

Cerlain debl agreements require that the Company maintain minimum levels of net worth. At March 31,
1987, net worth was approximately $188 million. in. excess of such minimum levels,

10, Taxes on Incorhe S L
AR 1987 - 1988 1988

LS A A
Cument Provision .~ 00 7 o
Federal o T L Teerr T 52 0 8334
State and local ... 0T L 14.0 b < B L
Foreign ......... SRR .. 25 _18  _0k
) Total ..... .. il TA2 7 BBA 439
'Deferred I?rowslon | R o
CFederal oo b5 . 104 .. 136
JState. ... SO eene. 07 12 .08
. Totak ... v _220 0 146 - 144,
Total provision ... $T64¢ T 9699 N 86A3

K

Federal taxes on income were reduced by $4.4 million in fiscal 1986 and $2 5 mnlhon in fiscal 1985 by
investment tax credits recognized on the ﬂow-thruugh method. No investment tax credits were recognized
in figcal 1987 due o the elimination of investment tax credits retroactive to January 1, 1986 pursuant to The
Tax Reform Act of 1986 (the "Act™), The fiscal 1987 deferred lederal income tax provision was reduced by
$6.2 million to reffect the cumulative effect of adjusting the amortization of tax beneflt Ieases for the lower
fiture tax ratés established under the Act. :

Deferred and prepaid i3xes on income result from timing differences between income reponed in the
!lnanmal staiements and taxable income, The tax effects of these dlﬁerences are:

1887 1985 L.
.+ [in milliona}

Deferred Provision : L o

Tax benefit leases .. ................. $(2.4) $ 64 $104

Depreciation computed at accelerated )

- rates for tax purposes ... 4.4 By 50
TOMther—Ret .. : 0.2 0.1 (1.0}
Total oo g2z 116 $144°

The net current portion of prepaid and defarred taxes of $42.4 million at March 31, 1987, $27.0 miliion at
March 31,1986 and $15.5 million at March 31, 1985 is included in prepaid expenses. Deferred taxes
included in the tax provision for discontinued operations were benefits of $21.6 million in flscal 1987,
expénse of 5.8 mrllion in fiscal 1986 and benefits of $12.2 million in fiscal 1985,
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The: reconciliation belweern the Company's effective tax rate on income from continuing operations and the
statutory federal income tax rate foliows:

1887 1986 1865

Statutory federal income tax rate ... .. 46.0% 46.0% 46.0%
State and local income taxes .......... 46 47 4.8
Nondeductible amortization ... ..., 25 ar 1.7
Capital gains ........ ... ............ (2.9) (0.6) 3
ITC and tax benefit leases ............ (3.6) (3.1} (2.0)
Other—net ... ... .. ... . ... {2.4) (1.2) (2.3

Effective taxrate .........., 44.2% 48.5% 48.3%

11, Post-Retirement Benefits
Pension Plans

Substaniially all full-ime employees of the Company are covered under either Company sponsored detined
benefit retirement plans or by union sponscred mulliemployer plans. Tha benefits for Company sponsored
plans are tased primarily on age of employses at date of retirement, years of service angd employees’ pay
during the five years prior 1o retirement. Pension expense for Company sponscred plans was $0.5 million in
tiscal 1987, a negative $1.7 million in fiscal 1986, and $1.7 million in fiscal 1985. In fiscal 1986, the Company
adopted Statement of Financial Accounting Standards No. 87, “Employers’ Accounting for Pensions”
(""SFAS 87") for the Company sponsored defined benefit plans. Pension gxpanse for tiscal 1986 would
have been approximalely $4.2 million had the Company not adopted SFAS 87. In-accordance with SFAS
B7. pension expense for years prior to fiscal 1986 has nol been restated, Pension expense in fiscal 1985
was reduced by $3.0 million as a result of changed actuarial assumptions for investment return, salary
growth and amortization pericds,

Net pengion expense in fiscal 1987 and 1286 {or the Company sponsored defined benefit retirement plan
and executive supplemental retirement plan consisted of the following: ‘

1987 1986

(in millians)
Service cost—benefils earned duringthe year .. .. ... oo ¥ 69 $ 39
interest cost on projected bepefit obligation ....... ... ... ool 151 © 134
Beturn on assets —actual ........ .. e e e e e (27.7) (32.2)
—deferred gain ... 9.2 16.1
Amortization of unrecognized nei transition asset ................. aeees {3.0) (=9
Net pensInn EXPBNSE . . ... i it its it ta e ety $ 05 0.0
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The funded status of Company sponsored defined benefit retirement plans at March 31 was as follows:

1087 1986 1985
{0 mitlions)

Actuarial present vaiue of benefit obligations

Vested berefiis ... . . ... ... . .. ... ... ... $1335 $1138 $ 846

Nonvested benefits . ............. ......... ... . . 143 1.7 __ B3

Accurnulated benefit obligation .. ... ... .. ..., .. 152.8 1255 929

Effect of assumed increase in future compensalion

levels ... 19.4 17.8 12.7

Frojecled benefit obligation for services rendered 1o date 172.2 113.3 10568
Assets of plans at fairvalue ... ... .. . .. .. . .. ... 181.4 163.9 141.6
Excess of assels over projected benefit obligation ... ... ., 8.2 20.6 36.0
Unrecognized net loss from experignce different from that

ASSUMEd ... 273 15.6
Unrecognized nel transition asset, recognized over 13

VRIS .. e, L, {31.6) (33.9) {36.8)
Pension asset (fiability) recognized on consclidated balance ‘

sheel.. .. .o T £ 49 $ 23 $ (0.8)

The projected benefit abligations for Company sponsored plans were determined using a discount rate of
8.5% at March 31, 1987, 9.9% at March 31, 1986 and 12.5% at March 31, 1985, and an assumed increase
in future compensation levels of 5% ar March 31, 1987 and 6% &t both March 31,1986 and 1885, The
expectad long-term rate of return on assets ysed to delermine pension expense under SFAS 87 was
11.2% for fiscal 1987 and 11.8% for fiscal 1986. The assets of the plans consist primarily of listed common
stocks and bonds, ‘ ‘ .

The projected benefit obligation for the Company's executive supplemental retiremeni plan is $14.2 million
of which $11.5 million is recognized as a lizbility on the: consolidaied balance sheet. There is a $2.7 millien
unrecagnized net loss from experience different from that assumed,

The cost of multiemployer retirernent plans was $3.0 million in fiscal 1987, $2 8 million in fiscal 1986 and
$2.6 million in fiscal 1985.

Profit-Sharing Plan

Fetiremert benefits for non-union employees include a supplementary contributory prafit-sharing plan, The
contribution to the profit-sharing plan, inciuding the ESOP portion, was $7.0 milifon in fiscal 1987, $6.0
million in fiscal 1986 and $3.7 million in fiscal 1985, '

in January 1985, the Company amended its Profit-Sharing Investment Plan to add an ESOP. In fiscal 1985,
the ESQOF purchased 1,000,000 common shares from the Company for $17.9 million financed by a {en-year
lerm loan from the Cormpany. In fiscal 1987, the ESOP purchased an additional 1,000,000 common shares
from the Company for $30.2 million financed by a ten-year bank lean guaranieed by the Company. The
Company is required to provide the Plan with sufficient funds 1o service the Plan's debt. The ESOPR note
and guarantee balance in stockholders’ equily will be reduced as the Plan's debt is reduced, Shares are
allocated to Man parficipants over the ten year term of the relaled debt,

Health Care and Life Insurance

In addition 1o providing pension benefits, the Company provides certain health care and iife insurance
benctits for retired emplayees, Of the employees who reach normal retirerment age while working for the
Company, substantially all will become gligible for these benefits. The cost of ratiree heaith care and life
insurance benefits i recognized as expense when claims are paid. These costs totaled $4.4 million in
fiscal 1987, $4.2 million in fiscal 1986 and $3.9 milion in fiscal 1985,
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12, Segments of Business

1987 1988
(in_rridions)
Revenues
Drug & Health Care .............. e e §4587289 §4,0789
General Merchandise ... ... £80.1 a76.3
BEVEIAGE . i 956.8 1,000.1
000w o] - e 58 10:4
= | $ 6,671.6 F 566857
Operating Profit _ .
Drug & Health Care ... ... ... .. oot $ 1188 F 11
General Merchandise .......vt i iiin iy 48.1 372
Boverage ... e R 64.0 61.3
Total o e 231.0 2008
1 T £ {44.4) (N 72)
COrPOTAE . . e (?6.8) (24.4}
T o= o |1 (=111 S 13.1
Income before taxes on income .. ... e £ 1728 $ 1440
identifiable Assets—al year end _
Drug & Heahh Care . ... oo $13257 % 1,167.8
General Merchandise ... ... ... . .. . .. .. 4348 400.8
LT T oL O 284.0 262.1
LI 20245 1,830.7
Corparate
Cash and short-term investments ........... ... ... .. 47.7 44,6
Met assets of discontinued operations ................. 18.4 897
L0 T 117.0 1225
L2 | 32,2076 g 20875
Depreciation and Amorization :
Drug & Meatth Care ... ... i ... % 27 3 214
General Marchandise _........... ci i iiiiiiiiiaan, 125 6.7
Beverage ................ i ae ey e 154 15.0
Corporate . .. ... .. SRR 6.8 6.9
$ 554 $ 497
Capital Expenditures )
Drug & Health Care ......... ... ... ... iiieinon, £ 330 § 252
General Merchandise ... ... . ... ... B.5 19.8
Beverage . ... i 203 7.7
Corporate . . e 4.1 4.0
T 650 § 767

1988

$28408
33m.2
1,037.1

" 116

$4236.7

$ 737
31.2

567
160.8

(22.5)
(17.4)

$ 1207

§ 7142
164.3
288.7

1,167.2

444
115.5
137.9

§ 1,465.0

$ 163
28

15.9

21.6

$ 566

Previougly reported segmerd information has been restated to conform to the new business segment

presentation. The Company aperales in three busineas segiments.

The Drug & Health Care segment ingludes wholesale operations that are distributors of ethical and
proprietary drugs, beauty aids and toiletries and sundries serving retail drugstore and hosgpital pharmacy
cusiomers. The businesses in this segment also market home health care, velerinary, medical-surgical and
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first aid producis, as well as computer services to retailers. The segment also includes the Company's
majority-owned subsidiary, PCS, Inc., a provider of prescription drug claims processing and related
consulling services lo health plan sponsors,

The General Merchandise segment includes service merchandising operations, office products digtribution
operations and the Company's majority-owned Armor All Products Corporation subsidiary, a maker of
automotive and household appearance protection products, The service merchandising busingsses
distribute health and beauty aids, and general merchandise to supermarksts, drug stores and convenience
slores.

The Beverage segment includes the water operations which are engaged in the processing and sale of
botiled drinking water and retail sales through vending machines in the Western and Sunbelt states,
Beverage operalions also include the wholesale distribution ot wine and spirits, and represent most U.5.
distillers, importers and wineties in one-or more markets, Sales are made to liquor stores, restaurants, bars
and other establishments from its distribulion cenlers. Certain brands of alcoholic beverages are imported
and marketed throughout the counlry,

13, Other Commiiments and Contingent Liabilities

In addition to commiiments and obligations in the ordinary course of business, the Company ig subject to
various claims, other pending and possible legal actions for products Hability and other darnages.
investigations relating to governmental laws and regulations, contingent liability under the Multiemployer
Pensian Plan Amerdments Act of 1980, and other matters arising out of the conduct of the'Company's
business.

The Company has received various claims and demands relating to the need for remedial actions to
address environmental conditions alleged to exist at certain oi the Company's facililies, and to the past use
of various hazardous waste storage and disposal sites. Claims have been made by the United States
Ervironmental Protection Agancy under the Comprehensive Environmental Response Compensation and
Liabifity Act of 1980 (the “Superfund™ taw) for cleanup costs al certain storage and disposal sites, including
a wood treatment facility formerly operated by Mass Merchandisers, Inc. ("MMI"), acquired by the
Company in October 1985, Under an escrow agreemert, up o 176,000 shares of the Company's common
stock, otherwise deliverable 1o MMI's former shareholders, is available to compensate the Company for up
10 A0% of costs incurred by the Company, in excess of $2 million, in the cleanup of the site.

in November 1983, the Company sold C.F. Mueller Company, a pasta manutacturer, to CFC International
ine., (“CPC™). In April 1985, CPC filed a complaint in the New York state courl, seeking general damages of
$61,000.000 and additional punitive damages claiming that the Company breached certain representations
in the agreement, CPC also claims fraud and violations of certain state and federal securities laws by the
Company, its invesiment banker, and three other defendants who were employees of the Company and
Muetler at the time of sale. During the fiscal year, an imermediate New York appellate court dismissed the
securities faw viclation counts against the Company and all counts against the other defendants. The New
York Gourt of Appeals has granted a hearing on the appellate court's decision. Alse during the fiscal year,
a motion by CPC for summary judgment on certain issues was denied. Discovery is now scheduled to
commeance in the itgation.

All previously reported litigation arising from the 1983 Hawaiian milk products recall because of excessive
levels of heptachlor has now been settled.

In view of the inherent dificulty in predicting the result of [itigaticn and governmental proceedings, the
Company cannot determine what the eventua! outcome of such ltigation and governmental proceedings
will be. However, the Company believes, based an current knowledge and after consullation with its
General Counsel, that the outcome of such litigation and proceediangs will not have a material adverse
effect on the Company's consolidated financial pasition: or the resulis of its consolidated operations.
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4. Summarized Financial information for Mass Merchandigers, Inc. {unaudited)

The: Company is joint obligor of the pubiicly traded 9% debentures ariginally issued by Mass
Merchandisers, Inc. and the following summarized financial information for MMI is presented pursuant to
the rules of the Securities and Exchange Commission,

March 21
o7 1988 1985
{in millions) I
Current assets ..., .. . ... . ..., e $109.1 % 8646 $8248
Moncurrent assets ..._......._....... 98.1 101.8 434
Current liabilities ................... . (61.3) (73.0) - (44.9)
Noncurrent liabilities ... ..., ..., .. {13.4) (304 (347
Netassets ... ............ J1125 % BsD . $46.7

Yaat Ended March 31

To87 o
‘ {in mitlions) ‘
Revenues ........................... $426.9 $394.1 $336.5
Costefsales ...................... .. 3224 297.2 2562 4
Net income ........ P 7.2 54 58

Batance sheet amounts at March 31, 1987 include purchage accounting adjustments, principally goodwitl
$52.3 million resulting from the acquisition of MML. Fiscal 1987 net income includes goodwill amorlization

of
of

$1.3 million. The above information is not a part of the Company's consolidated financial statements priar o

October 1985,
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15. Quarterly Fingncial Information (unaudited)
First . ‘Second - Third . Fourth Figcal
Quartar Quarter T Quaner Cuarter Year
Fiscal 1987 ,l o i millions.excapt per share amﬂunts)‘ . |
BOVEIUES .. ... e ' $1,5556 $1,6374  $17652 51,7124 $6,671.6
Grossproft ... .. ... ... . ... ... $ 2324 $ 2386 % 2473 $ 2500 $ 9792
income afler taxes ‘ C ‘
Continuing operations ., ... ... .. $ 198 P 221 $ 360 5 162 $ 941
Discontinued operations .......... 14 1.8 (7.6) (4.4)
Netincome ............0. §F N2 $ 238 § 284" § 162 § 897
Earnings per common share
Fuily diluted - :
Continuing opsrations ............ F M $ 48 5 .07 $ 135 § 204
Discontinued operations ... ... ... 03 04 ) {.09)
Total ...ovvinv e 3 A7 $ 52 $ 6 $ 35 195
Primary B
Cantinuing operations . .... S 5 A $F 51 ¥ 8 $ a7 § 247
Discontinued operations _ 2.0 .. 03 04 (A7) _ {10
Totab .. ... $ 50 ] 55 $ 65 $ a7 g 207
Cash dividends per share ' .
COMMON ..o e e a s $ .30 $§ 32 % 32 N F 126
Series A preferred ............... 45 A5 A5 45 1.80
Series B preferred ... .. ... PR 21 514 Sta 5114 2.05-
- Market prices per commaon share ; e
[ e $ 27w % 28 § 29 $ .32 $ 2w
High ... . oo 3294 33% 35% 38 39
Fiscal 1986
Fevenues ... ... ... ....oiviieienn, $1,212.3 $1.393.4 $1.525.2 $1.534.8 $5,665.7
Gross profit ... o $ 1831 § 2004 $ 2473 $ 2319 $ 8809
Income after taxes
Continging operations .. .......... $ 166 £ 185 $ 21 7 § 173 $ 741
Discontinued operations .......... 3 S5 2.5 3.8
Net Income ............... $ 169 % 190 % 22 2 $ 198 $ 779
Farnings per common share
Fuily diluted
Continuing operations .. .......... § 42 F 46 £ .50 $ 38 3 176
Discontinued operalions . ......... o 01 o 05 .08
Towal e 3 A3 $ A7 k3 a1 ¥ A3 ¥ 1 84
Primary
Continuing operations . ........... § 45 F 49 5 o $ 40 $ 188
Discontinued operations ..., ...... N} -0 .01 o7 10
Total ... 46 $ .80 $ 85 $ 47 5 198
Cash dividends per share
L7710 1 1 1] A $ 30 5 .30 $ 30 $ .30 $ 120
Series Apreferred .. ... L A5 45 45 A5 1.80
Series B preterrad .. ... ... B LR 514 511 2.06
Market prices per common share
Low ... e 21 $  27he § 0 2% % 4% 3 21
High ..................coooees 25 24% 26% 30% 304
* Includes special items discussed in Note 2.
A-28

BR0O01154




Schedule Il

McKESSON CORPORATION—CONSOLIDATED
AMOUNTS RECEIVABLE FROM RELATED PARTIES AND UNDERWRITERS,
PROMOTERS, AND EMPLOYEES (OTHER THAN RELATED PARTIES)
FOR THE YEARS ENDED MARCH 31, 1987, 1986 AND 1985

{in thousands)

Column A ‘ Calumn B Colymn G Column D " Column E
Balance at
‘ ‘ End of Penod
Balance at . Deductions Due Dus
Bsggnnlng Amounts Within After
Name of Debtor of Period Additions Collected One Year One Yesr

Officers and Employaes:
Year ended March 31, 1987

T.Field QO (8) ... £1,042 $ 42 7 $ 77 $930
C. Andrews (8) ........ ... .. 114 - 114
A.Chong 4} ............ 100 0o
DoFawcell (.. ... 125 125 —
MoFerriter (4) ...... .. o i e 1600 100
DoForalli(d) ... ... ... e 145 145
S GMen ) L s 145 145
A Hermane (1) ... . 118 1 53 76
K. Higken (1) {4) . . __.... T, il 28 53 53 643
A Nicotai (Y ... ... . 122 122
A Seslenfreund (1) .. ... e 120 9 28 28 73
0. Schoonmaker (8) ... ... .. ... . ... 224 224
A Viscoum () ..........,...... . ... 325 325
D Wakefield (4) ................ ... ... .. .. 145 145
O Yelon(t) ......... [ 50 3 62 —
Year ended March 31, 1985 .
T.Field (35 ... $1.073 £ 46 577 377 F965
CoAndrews (4) ...................... e 126 114 126 114
D Faweett (2)....................., e 125 ' 125 —
M. Ferriler () ... e 100 100
D. Forelli (d) - ..... ........ i 145 145
JGllen @) o . 145 . 145
R Hermmann (10 .. .................... e 267 1% 155 29 B9
K, Hicken (1) (4) ........ A e e K] 430 622 53 G668
M Markus (1) ..o 159 11 170 -
A, Nicolai (Y ... .. U 122 122
A Seelenfreund (1) ...l 137 11 28 33 87
R Viscounl (4 ... . 10 325 100 325
O Wakefield ¢d) .......... ...l 105 145 105 145
R Wargell (2) ... e 10 110 -—
DoYelon (1) ..... o oo ard 4 ki) 14 45
Yaar anded Mareh 31, 1985
TRl (B (8) .. s 5 $1,112 k] 577 3906
C. Andrews (&) ... ........ 126 126
T. Dvohan {1) ........... 535 17 552 —
D. Fawcett (2) ... 125 125
RA. Herrmann (1) . e 280 25 48 48 202
K. Hicken (1) (3 ... ... 470 243 £3 76D
M. Markus (1) ... ... ... V72 16 1] 2 130
G.Merrick (1) ..........ococa - 129 ] 137 —
A Sealenfreond {1) _....................... ) 153 12 28 33 104
RoVISCOUNL {2) ... e e e, ) 100 100
D Wakefield (2} ............0 105 108
R Wardell (2) ... .. ............ ... 110 10
OoYelon (B (@) ..o 333 5 14 14 360

Motes: (1) Includes recourse noles relating to the Company's Stock Purchase Plan bearing rates from 7% 1o
10% due in installments through 1892 and collateralized with common stock of the Registrant.

{2) This amount includes a personal loan at 7% interest due within four years.

(3} Includes a secured loan with shared appreciation in lieu of interest that was repaid in fiscat 1586,

{4 Includes a loan secured by a deed of trust that is non-interest bearing so Jong as the individual
remains in the employ of the Company.
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McKESSON CORPORATION—CONSOLIDATED
VALUATION AND QUALIFYING ACCOUNTS

FOR THE YEARS ENDED MARCH 31, 1987, 1986 AND 1985

Column A

Description
Year ended March 31, 1987
Receivables ................ ... .. ..

Year ended March 31, 1986
RBeceivables ..... .. ... ... ... ... .

Year endad March 31, 1935
Receivables ................. ... ..

Notes: (1) Deductions:

(in thousands)

Schedule VHL

Written oft

Credited 1o other accounts

Total ... ..

(2) Amounts shown as deduction from;
Current receivables .. ... . ... ... ... .. ... ... ..
Other receivables .. ... o e

Total ...
(3) Recorded on the books of companies acquired.

A-30

Column B Column C Colurnn D Column E
Additionz
Balanca at Charged to Charged to
Beginni Cosle and Other Balance at
of Perip Expenses Accounts Daductions End ot Peripd
$26,027 $10,986 393§ 9.945(1)  $27.387(2)
$18,144 $15,200 $6.471H3)  $13.78B(1)  $26.027()
$12415  $8141  $154(3)  §3936(1)  $16:144(2)
1567 1988 1985
$11,858  $14310  $ 6344
..................... (1,23) (522} (2,908)
$ 5,045 $13,788 $ 3,936
20,522 $20,608 ¥n772
6,965 5419 6372
$27,387  $26027  §iB44
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Schedule I1X

McKESSON CORPORATION-~CONSOLIDATED
. SHORT-TERM BORROWINGS (1)
FOR THE YEARS ENDED MARCH 31, 1987, 1986 AND 1985
{in thousands)

Lolumn A ggiumh B " Column © Column D Column E{2) Column F(2)
Weighted
Muxirmum Average average
Weighted amount armount imerest
Balance average cutstanding autstanding rate
Category ot al end intarest . during during during
shorl-term borrowings of period rate the period the period tha perpd
Year ended March 31, 1987 - '
Bank borrowings .. ... ... L, 5 - —% § 70,000 5 5967 8.2%
Commercial paper .........., P 14,950 68.5% 110,893 26,535 7.0%
Year ended March 31, 1988
Bank borrowings .................. .. 33,000 B.5% 241000 - M E¥7 B7% |
Commarcial paper ................... 24,340 8.1% 254 981 123,459 B.5%
Year ended March 31, 1985
Bank borrowings ... ...... e 34,000 9.1% 114,000 17,750 9.8%
Commercial paper ............... ... . 38,068 S4.2% 175,580 67833 10.3%

Notes: (1) Includes amounts classified as noncurrent for inancial reporting purposes.

(2) Based on average daily balances.
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Schedule X

MeKESSON CORPORATION—CONSOLIDATED
SUPPLEMENTARY INCOME STATEMENT INFORMATION
FOR THE YEARS ENDED MARCH 21, 1987, 1986 AND 1985
(in thousands)

Column A Column B
Charged t0 Cosis and Expenses
ftern ' 1887 1388 1985
3. Taxes. other than payroll and income taxes:
Stale and local alcoholic beverage taxes . ................ ... $62,666 63,240 75,500
Other, primarily duty and sales - .. ... .. ... ... . v i 62.296 69,017 77,731

All other itlems required by Rule 12-11 of Regulation 5-X are omitted because they are less than 1% ol total
sales and revenues, : .

A-32
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Exhibit
Number

DA

v (38

{4)A

*(4)B

G

I0A

‘(10)B

*(1C

*(10)D

*(10)E

“(10)F

110G

“(10)H

*(10)}

*{10))
(10K
1oL

1M

EXHIBIT INDEX

Description

Articles of Restatement of the Charter of McKesson. Corporation effective Jérauary
B, 1987 {Exhibit (3)A to the Form SE daled June 23, 1987).

By-Laws of McKesson Corporation, as amended through June 3, 1987 (E.xhibi! (3)a
1o’ the Form SE dated June 23, 1987), ' ' ’

Registrant agrees to furnish 1o the Corhmi'ssion,.u on request a copy 6f each
instrurnent with respec to issues of long-term deb! of the Registrant, the authorized
principat amount of which does not exceed 10% of the total assets of Registrant.

Rights Agreement dated as of May 7, 1986 between the company and -Mdrgan
Guaranty Trust Company of New York, as Rights Agent (Exhibit 4 to the Form SE
filed May 16, 1986). : : o :

Form ot Indenture dated as of July 1, 1885, between Registrant and Chemical Bank,
as Trustee, including the forms of Debt Securities (Exhibit 4 to Post-Effeclive
Amendment No. 1 td Registration Staterment No. £-98983 on Form S-3).

McKesson Corporation Management tncentive Plan, as amended through Noverm-
ber 7, 1984 (Exhibit 19(c) to the Form SE filed February 14, 1985).

MeKesson Corporation Deferred Compenaation Administration Plan, as amended
through July 25, 1984 (Exhibit 19(e) to Quarterly Report an Form 10-Q for the quarter
ended Jung 30, 1984, : : - ‘

McKesson Corporation 1985 Executives Elective Deferred Comp‘ensﬁtion Plan, as
amended through February §, 1986 (Exhibit (10)A 10 the Form SE filed June 24, 1986),

McKesson Corporation Directors' Deferred Compensation Plan, as amended
through February &, 1986 (Exhibit (10)B to the Form SE filed June 24, 1986).

Description ot McKesson Corporafion Retirement F’rbgrr:im for Quiside Directors as
amended through MNovember 5, 1986. (Exhibit (10)H 1o the Form SE filed June 23,
1987) ‘ . : o

Mciesson Corporation 1985 Directors Elébti\.;e Delerred CDmbensation Plan, as
amended through February 5, 1986 (Exhibit {10)C 10 the Form SE filed June 24, 1986).

MacKessan Corporation 1973 Stock Purchase Plan, as amended through September
7, 1883 (Exhibil (10)A to the Form SE filed June 18, 1985),

McKesson Corparstion 1970 Stock Option Plan, as amended through Seplember

2, 1381 (Exhibil 20(d) to Quarterly Report on Form 10-Q {or the quarter ended

Septemper 30, 1981),

MeKesson Corporation 1978 Stlock Obtion Plan, és amended, through .Juné 3. 1987
(Exhibit (10)A to the Form SE dated June 23, 1987).

Employee Qualitied Stock Option Plan of Spectro Industries, Inc. (Exhibit 4.1(a) to
the Form SE filed May 30, 1985). : : -

Second Employee Incentive Stock Option Plan of Spectro Industries, Inc. (Exhibit
4.2(a) to the Form SE fled May 30, 1985}, ‘ R -

$-P Drug Co,, Inc. 1983 Incentive Stock Option Plan (Annex A 1o the Gompany's
Registration Statement on Form 5-8, Registration Statement No. 33-00197),

1984 Restalement of Napco Industries, Ine. (now Mass Merchandisers, Inc.) Stock
Option Plan for Salaried Employees (Annex A 10 the Company's Post-Effective

- Amendment on Form 5-& to Form 5-4 Hegistration Statement No. 2-99780).

B-1

BR0OO1159



Exhibit
Humber

“(10)N
“(10)0
“(10)P
H10)Q

(1R

*10)S

(T

(103U
oV

1MW

(10X

*(10)Y

R LUYA

*(10)AA

*(10)BB

“10)CC

*{10)bD

Dexcription

MuKesson Corporation 1984 Execulive Benefit Refirement Plan, as amended
through June 3, 1887 (Exhibit (10)B to the Form SE dated June 23, 1887).

McKesson Corporation 1984 Management Benet Plan (Exhibit (108 to the Form
SE filed June 18, 1985), - '

McKessan Corporation 1984 Executive Insurance Plan, sfieciive November 7. 1984
(Exhibit 19(b) 10 the Form SE fifed February 14, 1985), '

1981 Long-Term Incenlive Plan of McKesson Corporation, as amended through June
1, 1983. (Exhibit (10)C 1o the Form SE filed June 18, 1985).

Employment Agreement (effective as of July 23, 1984) between the Company and
its President and Chisf Operating Officer, as revised 1o correct a typographical error
on page 5 (Exhibit 19 to the Form SE filed August 13, 1985). :

Letter agreemem amending Employment Agreerment between the Company and its
Fresident and Chigf Operating Officer (Exhibit 19 10 the Form SE fited February 14,
1985). -

Second Amendment to Emhldymem Agreement between the Company and its
President and Chief Executive Officer made effective as of November 5, 1986 (Exhibit
(10)C to the Form SE dated June 23, 1987).

Employment Agreement enfered into as of August 1, 1986 between the Company
and its Chairman of the Board (Exhibit {10}D to the Form SE dated June 23, 1987).

Form of revised Employment Agreement between the Company and certain
designated Corporale Officers (Exhibit (O)E to the Form SE dated June 23, 1987).

Amendment to form of revised Employment Agreement between the Company and
cﬂr{ya)in designated Corporate Officers (Exhibit 10(F) to the Form SE dated June 23,
1987).

Form of Termination Agréément to be entered inlo by and between tha Corporation
and%%r;ain designated corporate officers (Exhibit (10}G 10 the Form SE dated June
23, ).

Agreement and Plan of Merger dated as of Aprit 11, 1985, among the Company,
MUK Acquisition Corporation, a wholly-owned subsidiary of the Company, and
gpectra Industries, Inc. (Exhibit(c)(1) fo the Company's Schedule 14D-1 filed on April
18, 1985), o

Agreement and Plan of Merger dated as of May 20, 1985, among the Company, MCK
Acquisition Corporation, a wholly-owned subsidiary of the Company, and 5-P Drug
Co., Inc. (Exhibit {¢)(1) to the Company’s Schedule 140-1 fited on May 28, 1985).

Agriement and Plan of Reorganization dated as of May 6, 1985 and as amended
as of June 28, 1985 and amended as of August 12, 1985 by and among the Company,
MCK  Acquisition Corporation (“Acquisition”™) and Mass Merchandisers, Inc.
(""MMI"'} (Armex | to the Company'z Rule 424(b) prospectus used in connection with
Registration Statement Na, 2-29780),

Form of Agreement of Merger between Acquisition and MMI (Exhibit A to the
Agreement and Plan of Reorganization attached as Arnex | to the Company's Rute
424{b) prospeclus used in connection with Registration Statement No, 2-98780),

Escrow Agreemeant dated QOctober 29, 1985 among the Company, Acquisition, MMI,
Morris M. Sherman and Gary B. Rappaport, as represenlatives, and Croeker
MNational Bank, as escrow agent (Exhibit 2 1o the Form SE filed November 8, 19853,

Asset Purchase and Sale Agreement dated as of September 19, 1986, belween and
amonhg Pakhoed Holding NV, Pakhoed Investeringen BY, DSW, Inc. {(now named
Van Waters & Rogers he) and McKesson Corporalion (Exhibit 28.1 to the Form
SE dated November 24, 1985),

B-2
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Exhibit
Number

Deurigtioﬁ ‘

"(10}EE  Indemnity and (uaranty Agreement dated as of Oclober 31. 1986, between and

(1)
(22)
(24)

* Document has heretofore been filed with the Com

hereof,

among McKesson Corporation, DSW, Inc, {now named Van Waters & Rogers Ine.),
Univar Corporation, Pakhoed Holding NV, Pakhoed investeringen BY, Pakiank
Internationa! BV, Pakhoed USA, Inc. and Pakhoed Corporation (Exhibit 28.3 to the
Form SE dated November 24, 1986)

Computation of earnings per share for the five years ended March 31, 1987
Subsidiaries of the Registrant,
Consent of Independent Public Accountants,

B-3

mission and is incorporated by reference and made a part
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McKESSON CORPORATION

COMPUTATION OF EARNINGS PER COMMON SHARE(1)
FOR THE YEARS ENDED MARCH 31

(in thousands aicapt per share amounis)

Exhibit (11}

1987 1986 1985 Tog4 1883
FULLY DILUTED EARMINGS '
PER SHARE .
Income after 1axes trom conlinying operations . . . .. $04.069  $74.148  §62425  $6Y765  $51.340
Interest charges-—net of tax
9% % debentures ........._ ... ... ... ... ... 3,562 3.875 3,875 3,898 3,896
9% debentures ... L 432 186
6% debentwres . ....................... ... ... 61 76 98 148 310
98,124 78,285 66,398 61,809 55,646
Income after laxes from discontinued operations {4,413) 3,800 2,629 10,898 5,153
Total ..o e $03.711 $82085 68927 §72,707  $60,699
Fully diluted shares
Common shares outstanding(?) ........... . ... 43,351 39,550 35,812 35,702 33,142
Converfible securities.—dilutive
Series Aprefarred stock .. .. ..., 875 984 1,148 1,334 1,548
Series Bpreferred stock .. ... ... ... ... ... 2 2 14 18 18
9%% debentures .. ..., 3,441 3,658 31,656 3,656 3,656
9% debentures . ....... ... ... ... ... 397 170
6% debentures . ........ ..ol . 139 172 247 520 328
Total oo 48,205 44,636 40,872 41,230 38,162
Fully diluted earnings per share
Continuing operalions .. ...................... $ 204 % 176 & 163 % 150 § 142
Discontinued operations .. .................... (.02} 8 06 .26 .13
Total oo _ $ 195 $ 184 % 169 & 176 & 155
PRIMARY EARNINGS PER SHARE :
Income after taxes from continuing operations . .., . 594,069 §74,148 $62425 $57.765  §51,340
Dividend requirements—Series A and Series B
preferred stock ... e (481) {541} {60B) (695) (81€)
93,588 73,607 61,817 57,070 50,524
Income after 1axes from discontinued operations {(4,413) 3,800 2528 10,808 5,163
Total oo $89,175  §77407  $64,346  $67.968  $55.677
Common shares outstanding(®) . ... ... ...vee.s 43,058 39,108 35,746 35,964 33,182
Prismary earnings per share
Cortinuing operalions .. .............cccovevuns $ 217 & 188 % 173 % 159 § 162
Discontinued operations ... ................... (.10) A0 07 .30 A6
Total ... $ 207 § 185 § 180 % 189 F 168

(1) Per share and common share amounts have been restated for the two-for-one split of the Company’s
common stock effective QOctober 1, 1986 and operating resuhs have been restated to reflect the
discantinuance of the Company's chemical operations.

(2) Common shares oulstanding have been computed by adding the monthly averages ({beginning of the
monith plus eRd of the month divided by 2), dividing the aggregate by 12 and adjusting this lotal for
dilutive stock options using the treasury stock method.
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Exhibit (22)

SUBSIDIARIES OF THE REGISTRANT

There ia no parent of the Company, The following is a listing of the significant subsidiaries of the
Company. or if indented, subsidiaries of the Company under which they are listed;

Jurisdiction of

Organization
Alhambra National Water o, M. ..o i it v et vt r v e e e California
Armor All Producis Corporation ... ... oo oo e Delaware
Armor All Products of Canada, ING. ..ottt e e e s ran v iaactrnacaranearen Canada
[ e o e (1T 7S | 0 California
Armor All Products GmbH ... e West Germany
Calox IMermat Ona], S . i e ety Panama
Calox EoUatoRiana, S.A. . i i i e e e Ecuador
Calox Pamamena, S.A. .. i N Panama
Crocker Plaza ComMDany . . ... it e i e Delaware
0 0+ 3 M ltaly
T R Calitarnia
e MediCal INC. . e e e e e California
Foremost Daitles—~Hawaii, Lid. .. ... .. . . i e Hawaii
Faremost-MeKesson Canada, InC. ... ... o Canada
Forernosl-McKesson Capital Corparation NV, .. . . Ne&'}ﬁff?gds
Foremosi-McKasson Preperly Company, ING. .. ..o cooi oo alifornia
IO IR T Ty oo California
O W I T B o Ty 1o L Dedaware
HF Land Comipany .. ... i e e Delaware
Garrett-Hewitt International, ING. .. .. . e e California
Gotden State Insurance Company Limited ... .. oo i i e i e e e Bermuda
International Dairy Engineering Co. of Asia, NG, ... e it it i r vy Nevada
Macfor Intermatena] Finance Compamy . e i i e e Delaware
Mass Merchanisers, TN, . e e Indiana
Arkwood Produtts, MG, o . i i e i e e e i Minnesota
Carlstrom Foods, ING. L. e e e Migsouri
Maszs Merchandisers of Texas, NG, ... ... e e e e e e s Texas
Western States Wholesale, Inc. ... o . e South Dakota
Millbrook Distributors, InG. o Massachusetis
Monteray Bay Company, InC. .. ... e California
Mount Gay Distileries Limied ... .o 0 i i e Barbacdos
RS L o S Delaware
Medilog Corporalion .. . e e California
Medilog GmbH ... . e e West Germany
Medilog Markt-und Meinungsgesellschat mbh ... .......... ... ... ... .. Austria
BOS of NEW YOTK, INC. « oottt e e et e en P New York
Pharmaceutical Card System Canada, Inc. . ... ... ... .. e ‘Canada
Pharmaceutical Data Services, Inc. ... .......... e Delaware
RDR Drug & Sundry Corporation .. ... ., ... e California
P O 0., I, e e New York
Adam Rack Distributors, ING. .. ... .. e Mew Yark
Sparklette Drinking Water Corporalion .. ... ... . e Califarnia
Hygeta Botlled Walar, NG, ... o it it ia s ir i ar e e Texas
Spectro INdUSIes, INC. .. e Delaware
District Wholesale Drug Corporation . ... .. .. .. ittt Delaware
District Hospital Supply Co., Inc. ... . e Maryland
Loewy Drug COMPANY, INC. ..ot i i e s i aer i ans Maryland
Goodman Manufacturing oMY o o e e Pennsyivania
Mempfield Industries, Inc. ... ... .. L Pennsylvania
Lancaster Motor and Gear Assembly Company ................................. Pennsylvania
Massachusetts Wholesale Drug Co. .. o.o oo Delaware
Fenn-Cham o OraiOn i et e o Pennsylvania
Spectro Business Systems, NG, ... . e Delaware
Toub Distributors, ING. ... Delaware
West Wholesale Drug GO, . . e Delaware
Y BIANAS, NG, o e e e e e e e New York
Mohawk Ligueur Corporalion .. i e e ey s Michigan

BR0O01163



EXHIBIT (24)

CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS
McKesson Corporation;

We hereby consent to the incorporation by reference in Registration Staternonts No. 2.51608,
2-54544, 2-73514, 2-86567, 2.97752, 33-00197 and 33-10383 an Form 5-8, in Post-Effective Amendment
No. 1 on Form S-8 to Registration Staternent No. 2-98780 on Farm 5-4, and in Registration Statement
No. 33-2577 on Form 5-3 of our opinion dated May 22, 1987 appearing in this Annual Beport on
Farrn 10-K of McKesson Corporation for the year ended March 31, 1987,

DELOITTE HASKINS & SELLS

San Francisco, California
May 22, 1987
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Erst Qﬁaﬂer Report - .
Three months ended May 31, 1987

Opcr'.ﬂing results

fur the quarter eneded
May 3. 1987, im-
proved sharply com-
pared ta both the
immediately preceding
three months and the
saine perind o year ago.

fra
Frare
e

RESUL’TS OF QPERATIONS — Operat-
ing results for the quarter eaded May 31, 1987,
improved sharpty compared to both the
mmediately preceding shree months and the
sume penod @ ydar ago,

‘We began to achieve some of Lthe benefits of
our Movember 1, 1986, acquisition of the asselx
of McKeazon Chemical Co. (MCC), and have
now passedd the worst pericd of acquisition-
nbated costs which were 50 heavy i the final
quarter of the last fiscal year,

For the quarter, nel income was $2,769,000
or §.32 per share on sales of $275,146,000. For
the same period a vear ago, net income totaled
$382,000 or $.07 per share on sales of
$133,405,000 {excluding the MCC operations,
which have bewn aceounted for as a purchase).

This improvement in per-share results
demeonstrates our ability to ovércome both the
interest costs on the additional debt and the
irease i shares outsianding thay eecompa-
mied the MCC acquisition. Per-share calcula-
tions for the March/May 1987 quarter are based
on 8,734,932 shares, while for the same guarter
8 year ago the share count was 5,649,764,

CDRPORATE STAFF RESTRIUCTUR-
NG -— Shortly after the end of the quarter, we
anmouncad our milention 1o consolidate the staff
offices of Van Waters & Royers lnc, in San
Mateo, California into the corporate headguar-
ters in Seattle, Washingron.

The separate 3t offices wete a result of
Univar's history of operating through seveeal
independent subsidiaries, Qur program of sales
and spiuoffs (of aon-industrial chemical
distribution operations) W our shareholdets was
completed a little over a year ago. Now Lhat aur
husiness i3 concentrated solely on industrial
cherppeal distribition activities, a consolidation
will be advanrageous both in terms of operating
expenses anyd in improved communicationy
between individuals in the various staff
functions that support field operations,

OFFICER RETIREMENTS AND ELEC-
THOMNS — In conjunction with the consolida-
tion referred 10 ahove, Mr. Robar A, Stein-
scifer, President of Van Walers & Rogers Tnc,,
has elected not 1o relocate to Seattle, and has
announced his intenbion o {ake early retivement
at the end of the current fiscal year,

Mr. Sieinseiles has served the Corporation
for 35 years in & number of important positions
and will ks truly mizsed by the many custom-
crs, suppliers, employees and friends of Van
Wiiters & Rogers Inc.

After Mr, Srginsei fer's retivement, the four
U.5. operating regions and vatious seaff
funglions wilt report directly to the office of the
President of Univar.

In light of the preatly increased si7¢ and
complexity of the Company's operations, we
see A requitement to further sirengthen our top
mianagement organization. As one of 4 number
of steps 10 accomplish thiz objective, Mr.
Micolass Bamsom has been elected Viee Prosi-
dent, Admimstration, of Lnivar. Mr. Samsom,
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wha has had a 30-year career with Van Waters
& Rogens Lid., presently serves as Vice Presi-
dent and Treasurer, and ag a Director of that
company, His new dutkes will include supervis
sioh over u wide range of steff and administra-
tive functions at the corporate office level.

DIVIDENDS = O June 6, a regular cash
dividend of $.05 per share was paid 1o shire.
holdera of record May 17, 1987,

At its meeling on June 25, 1987, the Board
of Directors dectared a regular quanerly
dividend in the amount of $.05 per share,
payable on Seprenrber 8 1o tharsholders of
record August 14, 1987,

ANNUAL MEETING — The annual
meeting of sharcholders of Univar will be held
on August 21, 1987, at 11:00 a.m, in the Ehth
flsor auditorium of the Rainier Bank Tower in
Seattle. Proxy materials were mailed to share-
holders of record July 1, 1987, on or zbout
July 7, E987.

Matters to be voted on at the meeting will
include the election of four direcwors for terns
which will expire in 1990, approval of an
amendment to the Centificate of Incorporation
of the Corpotation to limit the liability of its
dirccrors in cerlain circumstances, and confir.
mation of Arthur Andersen & Co, as independ-
ent auditors for the year ending February 29,
1988,

Please sign and réturn yout proxy promptiy,
whether or not you plan to attend the annoal
meoting, IF you atiend, vou may revoke your
proxy al Urat time and vole in person.

OlTTLDDK = At present, our ruarkels,
which are & broad specirum of industrial and
commercial sccounis, seem healthy and are
growing at a steady pace, Inflation is occurting
in energy and chemical prices, but at relatively
low raies. We have not 1ost marker share ar
suffered grass margin rductions, which we
thaught 1pight happen in the short term adter the
MO rangaction,

Accordingly, we are able to focus our
curren! etforts on consolidations which will
improve our cepital usege efficiency, and on
service improvements o more effactively uge
our new capability to serve our customers.

Wihile the leve] of change occurmng in the
company does mean at leas! temporary addi-
tional expanse loads, we arc encouraged by the
results achaeved aver thz past tew months and
expect our personnal 1o continue i sucoess.
{ully develop the strengih and profitabulity of
the business.

Sincerely,
L

Jamzs W, Bermerd
Presidem and Chinf Bancptive Ddficar

{in Thourands)

Assels

Current BE5EHA . ... e e e
Invesimenta and long-term receivables
Property, planl and equipment—net ...........
Othier assets ...

Towah assets ... .. . L L

Liabilitics and Sharcholders’ Equity

Current liabilities................., . ... e
Long-tep debt ..
Defegred erts ... e
Shareholders’ quity ... oo e

Total lishilities and shareholders’ equity .. . ., .

BROO1166



way 37, 1987 Feb. 28, 1967
...... $212.863 $164,351
13,403 14,437

135864 136,616

1,092 1151

§3h3.222 $346,337

§ 153397 §143,150

H7.3353 102,776

15.108 15,561

87,362 RE,068

363,222 346,555

Thrgr Monthy Ended Moy 37

fin Thousands) 1947 1984
Sales 275,146 5133,495
Cost of sales .. 234,731 114,366
(3rosE THETEIT ... .. . .. e 40,415 19,120
Operating EXPense ..o ccovennn s 33.907 17,643
Incomes fTom OPEFALIONS ... ... oo oo 6,508 1,486
Other income (expense):
TIETRRE EXPOARE ... oo e e e {2,217 (1,202)
OHfer InCrmemt 8L L L e 204 AR0
income before provision for taXes . . 5,005 (0]
Provision for taxes on income . 2326 282
Net income § 2769 $ 382
Net income pershare..... ... o . e e e e e §__“ 0.32 $ 0.07
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Three Munthg Ended Moy 31

(in Thowsandy; 1987
Funds Provided:
From Operations—
Netincome..... . T TP 5 2,709 3 382
Ttems nor affaclmg I'und.v.--
DRpmeciafion ... ... e ‘ 3,560 1,336
BT e e e e (418 @
5911 1,621

From other sourves—
Decrease (increase} in investments

& long-ternm receivables. 1,032 (181}
Diecrease in other agsets . .. 50 442
Lowng=term debt incurred . 5,000 -
Exercise of stock options.... 4 .

b1 61
From changes in certain elements of
working capital—

Accounts recoivable ... P e (4,316) 2,444

Toventories - ... ... ... ... (10,302) (2.55%)

Other current assets. (31.204) 2,601

Accounts payabla ... . 4673 4,35

Other current liabilities .. 9,651 {4,010)

(4,188} 2,832

Total funds provided .................0 o 7848 4,714

Funds Used:
Nerplant additions . ... 2,808 2,678
Payment of dividends . 434 230
Reduction in long-tarm deb . . . . 421 380
Decmam(imm)mdefemdmdnm 5 (353
Translation adjustment. .. 102 (656)
Total funds uzed 3,770 2,647
Dracrease in thonstemm bcrrmwmg--ncl of
chunge in cash... 5 4,078 § 2067
N()’I‘EB

. EfRetive Noveniwr [, 1986, Univir Curpomalion purchased the nat asssty of McKevson Chemical Co. in a wansachon sccounted for
w4 purchem, Accordingly, the results of operations for the qoarisr ended May 31, 1987 include the combined operaiions of both
umlitics, ared may nol oecexsarily be comparable with tho same period of the price year.

2. The LIPO et of pricing is used for spproximately 85%. of e company's invemory. Because the inventory determinahion under
the LIF0D method 15 made at the end of esch fiscal vear, intenm financiai resubs are based on esiimaed LIFCY adjusurmnis ind are
subjet! o final y d L0 i ¥

1600 Norton Buifding
Seattle, Washington 98104
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‘Univar Corp. -

S Reeo Atk

2370

- NYSE Symbol UVX : {74 ‘
L iy iidekil
Price Runge P-E Ratio Dividend . Yield S4P Ranking  Beta
May 6'87 1987
18 18- 10%, as 0.20 1.1% B+ 1.08
- Summary

Univar diztributes a broad rangs of Industrial chemicals and related products. Operations wara-ea-
rhlndld significantly with the Novembear 1986 gcquisition of McKesson Chamical Go., and UVX li now
o lergest industrial chemical distributor In North America. Pakhoad Holding, N.V. ¢wns about 36% of

the common stock.
. T Rl
" Buginess Summary

Univar s sngaged in the wholesale distribution of
a broad rapge of industriat chemicats and related

rogucts. Operations were expanded :iwlﬁcanﬂy
F i ]

with the November, 1988 acquisition of the
McKesscn Chamical Go. The Istter, with nales of
%804 mitlion for the figcal year snded March 31,
1986, distributes industrial chemicals. The acqui-
sition alac enabled Univar 1o become the largest
industrial chemical distributor in North Amarica.
Concurrent with the MeKesaon acquisition, as-
aats of Univar's Van Waters & Rogers divigion in
the U.5. ware combinad with the MoKesson oper-
ations and thase operations are now carried on
through & subsidiary, Van Waters & Ropers, Ing,
Activities in Canada gre carried an through the
VanWaters & Rogers, Ltd. subzidiary. Non-cham-
ical operations, which ware apun off {0 share-
holdara in March, 1986 ynder the name VWR
Corp,, congisted of VWR Scientific, VWAR Home
Furnishings, and Acacia.

i s
Giving effect to the VWR spin o, loralgn sales
&all in Canada} accounted for 22% of total sales in
scal 19B5=6.

Products distributed by the company are usedin
many areas, including public heatth & safety (wa-
tar traatment, aewapge treatment, and ice, dust,
and rodent control); the patroleum industry {oil
and gas drilling, pestroleum refining, natural gas
procazsing, and petrochemical production);
paints and toatings (paint ingredients, salvents,
and vils): pest control (insaclicides, rodenticides,
tumigants, herbicides, and fungicides); the food
industry (food production, processing and pack-
ing): malal extraction, processing, and finishing
(mining, milling, refining, plating & finishing, and
alsctronics); taxtila maintenance {laundry and dry
cleaning products); and wood pulp and paper (tor-
estry, puip and paper manufacturng. and water

b
A

T

Eﬂl RFF
2

e

TRADENG VOLUME
THGAND TuafkEs

: - P -

1991 {1982 |1983 1984 [1985 [198s [1987

important Dcvnloﬁmom

Nov, '86—UVX acquired McKesson Chemical
Co. for $76 million, subject to adjustment and cer-
tain additiohal labilities, The gcquisition was ac-
cotnplished in three steps: (1) Pakhoed Holding,
N.V, a Ovich company, capitalized a U.5. subsid-
iary with about 526 mililon; (2) the subsidiary ag-
quired MeKasaon Chemical for an estimated pur-
chase prica of $76 millien; and {2) Pakhoed ex-
changed the stock of tha ashsidiary for
3,063,000 UVX common shares resulting in a
35% ownership of UVX by Pakhoed, .

Oct. "88-~LVX gaid thal it did not axpact 1o
achleve the inherent garnings potantial of the
combinad companies (UVX and McKesson ) until
a reorganization period of two or three years.

traatmant). ﬂlxt sarnings raport axpactad In ialo May.

[ PR

Par Shara Data (3) :

¥r. End Fab. 28 19487 1986 1985 1584 1983 1952 1981 1880 1978 18TE

Book Value T NA RO 1709 1841 1758 17.84 1625 1326 11.48 1053

Earnings' NA 076 285 133 0.92 a2 265 235 1.40 1.20

Dividends 020 08B0 068 068 088 068 066 0568 058 0.56

Payoul Ratio NA 1054  24% 51% T4% 20% 25% 2% 39%  47%

Calendar Years 1086 11965 18984 1983 1082 1961 1980 1079 1078 1977

Pricas—High 25 254, 2 2Ty, 2%, 35 15 12% 9%, 11
_LDw ‘ Ph 16, 14%, 16y 1 2%, 125y DYy B2, 67 By

F/E Ratio— NA  24-21 9-5 21-12 -30-14  11-4 €-3 5-3 7-5 a7

Date an arg. reptd. 1. Bal. resulte of disc. opere of + 1. %4 4 1088, +0.33 10 1884, NA-Nat Aviilsbls. NM-Hot Megingiu. d-Dabeil.
PP
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Univar Corporation
.
Income Data (Million %)
Year % Oper, Nl Ef. % et
Endwd Opar, Inc. nf Cap. int. Bad. Tex st nc. of
Fab. 20  Revi. nc. Revi, Exp. Dapt. Exp. Taxes Aate nc. Rivi,
11686 538" 16.2 3.0% 10.4 4.8 6.1 166 35.3% 43 D.B8%
1985 @52 35.7 2. 7% 18.2 © 6.0 8.8 125.5 38.0% 158 1.7%
1384 Bat 24.B 2.8% 125 52 8.4 423 400% 574 0.6%
1983 930 34.2 3T% 237 11.8 20.1 1 5.0 NM 51  0.6%
1682 954 46.4 4.8% 421 0.6 218 24,4 24, 1% 185 1.9%
981 970 50.3 5.2% 52.0 8.3 BT *30.7 44,40 17.1 1.8%
1980 848 46.7 5.5% 9.7 a2 12.8 ° 280 45 405 153 1.8%
1879 713 33.5 4.7% 5.4 7.8 10,2 416.6 43.7% 8.4 1.3%
14978 649 298 4.6% 19.0 7.0 10.0 137 40,5% 8.2 1.3%
M7y B66 274 4.1% 308 8.8 8.5 dd.3 NM dog  NM
A
Balance Sheet Data (Million $)
fet, Long Com- %LT Rat.
—— e U o e Total on Torm mon Total Dabt an
Fab. 28 Cagh Ansnin Liab. Ratio Assats  Amasia  Dabt Equity Cap, of Cap.  Equily
1986 014 107 77 1.4 187 1.7% - 58 43 D8 B548% B1%
1985  4.51 212 140 1.5 303 5_3% 61 BE 161 38.1% 15.9%
1984 229 188 125 1.5 287 2.2% 53 102 159 336% Ta%
1883 513 223 148 1.5 382 1.4% 117 98 280 508%  5.0%
1982 4.32 225 146 1.6 373 54% 117 o6 222 528% 204%
1881 T.05 245 161 1.5 ABS 51% - &7 98 198 48.9% 1B.6%
1980 7.24 221 i2? 1.1 308 5 4% 87 85 175 486% 19.1%
1979 1.63 173 89 1.9 260 A7% =] 75 162 52.7% 13.0%
1978 6£.68 162 i) 2.1 248 3.2% 21 T 1683 558% 11.7%
1977 BT 178 101 1.8 255 NM a1 &7 148 54.5% NM

Dnin x orig. reptd. 1. Excl. dite. opess. 3. Excludes disconlinved aperations and rafects merger of ssouisiion. 3. Bel. razulia of
discominued oparalions ih 1886, 1964, 4, Incl. equily in earns. of nonconaol. subs. 5, Refects accounting change, Nk:Nol Meaning-

ful. a-Deficit.

Nat Sales (Million %)
Quarter:

1986-7 1985-6 1964-5 1983-4

133.5
134.6
173.5

1358 2354 2148
138.7 2456 2203
136.7 2407 2251
1271 2303 2211

638.4 8520 0814

Sasles from continuing operations for the ning
manths ended November 30, 1986 rose 7.40,
year to year, aided by the incluzion of McKesson
since Novembar 1, 1988, Results were hurt by a
loss al McKeason, weak induatrial activity, and
high insurance and anvironmental expenses. Pre-
tax income fall 32%, Aftertaxas at 51.4%, varsus
42.9%, net income declined 42%, 10 $0.20 a
share, from $0.54, which axcludes income from
dizcontinved operations of $0.73.

Common Share Earnings (§)

Ouan‘er: 1986-7 10685-6 1084-5 198D-4
May.....c.......... 513007 007 020 Q.22
Aug, 008 D22 183 0.33
Nov. . e 028 051 0.30
Feb. ........oneconnnnnn 022 050 0.48

a4} 076 285 1.33

Dividend Data

Dividends have baen paid since 1835,

Ami. of Date Ex-divd, Stock of Payment
Oivd. $ Dacl. Date  Record Date
0.05 Jun, 30 Aug. 11 Aug. 15 Sep. 586
0.08 Qct. 17 Nov. 7 Nov. 14 Dec. B'B6
0.05 Dec. 5 Feb, 2 Feb, 1€ Mar. 987
0.05 Apr, 22 May 11 May 17 Jun, 687

Mext dividend meeting: late Jun, "87,

Financas

In Dacamber, 1984 UVX =oid 510.5 millian of in-
duatrial revenue bonds,

Capitalization

Long Ternt Debt: %103,248,000, incl. §3,770,000
ot capitalized leased obligations.

Commaon Stock: 8,678,889 ghs. (50.33% .par)‘
Fakhoed Holding, N.V. ownz about 35%,
Sharehoidera of recard: 6,137,

DN — lgoﬂlllloﬂqn&nldm , Swaliie, Wash. BR104. T.Iﬂ-ﬁﬂﬂ' #47-6011. Chemn—J. H. Wiborp.
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Clﬁ‘::l::“t! 45 4 = = | BUBINESS: Univat Corp. i5 engaged in inm..ls rntrchnndil- rribution group fram McKeu.son in 11/B6. Eat'd waga COMSE!

 Racsivabies 1208 7.7 104.6 | g Van Werers & Alogers (LS. & Canada) dis1fibutes indus- % of apies. 'B5 deprec, rate: 6.1%. Eat'd plant age: 4 yrs. Has

I ANIDIYRLIEG) 771 9.2 75.4 | vrial chemicals. Spun off VWR Scientific (distribules graphic sbout 1479 empts., §,137 shrhidra, Pakhowd Haiding owns

Cithar 0.0 5 181 | &latoratery supplieg), YWAR Home Furnighings {distribules  about 34% of s1eck. Insiders own about 33%. Chrmn,: JH.

Curtem Askeis  212.2 W7s 1821 | suppliss to tutniture manufiz | and Acacia (manufrs. slec-  Wiborg. Pres, & C.E.Q.: James W, Bernard, Ing.; DE. Add.:

Acots Payable 5.3 575 1057 |Rrenie components) in 1986, Purchased Chemical Dis- 1600 Norton Bidg., Seatile, WA S8104. Tet.: 2064476911

Dbt Dus 222 88 8.6 Demand for industrial chemicals seems Prospects for the pull to 1988-81 are

Gther 222 123 22045, he on the rise. , .Although Univar stil] unem:itmﬁ Meaningful recoveries in the

| Current Lish.  139.7 767 M25can't count on a buildup of orders from the agricultural, mining, and petroleum indus-

ANNuAL ':“r'!ﬁ‘] Pagt - Past fard 0% slumping agricultural and timber indus- tries—atl of which are major users of indus-

snnm e 1Ge%  BO% “m; tries, tha petroleum, mining, and electronie trial chemicals—are not expected to take

Tk Flaw” 3 O% -1.0% NME mdustnes. which are undergoing limited re- place within the time frame considered in

Earnings — 50% NmE lcoveries, are increasing their use of chemi- this report. Moreover, competitive blddmf_

E::;E'\",‘m ¥4 ;;g: NMF cals and chemical products. for eontracts (o procedure now required o

QUARTERLY SALES (8 mil] o . chemical distributors by several major cus-

w ey 1) Aag. 3 Nev.® Fab. «+«but earnings remain under pressure tomers) will likely prevent Univar from re-

';m"- S5 7201 151 2201 814] 25 C08ts associated with Univar's acquisition  establishing the operating margins the

1984 | 5354 Sevi 2406 2304 szo|of the chemical division of McHesson con-' company once enjoyed from 1978.82 (al-

1988 | 135.8 7387 1367 177 71538 4{tinue to squeeze margins. These expenses though the McKesson acquisition will allow

1988 1;3_5 1245 1735 Ha5| pe {include severance payments for dismissedor it to sproad its hefty environmental costs

1987 | 295 A6 W _ME 1035 |retiring workers, costs related to the con- over a broader business hnes), Thus, al-

W EMNIIIGS PEA SHANE  wfll | solidation of excess office space and the re-  though we think these shares will continue

Bugiaa My 31 Aug 31 Nov. M Feb 2 location of stalf, the atreamlining of plant totrade at a premium to the market, annual

1963] 77 33 a0 4% | 133 |facilities, and remedial efforts to clean up earnings geins to 1989-81 may not be suf-

topa ] 20 46 38 44 | 143 iMcHasson dump sites to comply with strict [eient Lo effect even sverage share price

ises) 07 2 26 22| 6 EPA regulations. Assuming these costs con- Appreciation to that time.

1sa7 | 50 2w 25 1o | g6 |tinue throughout fiscal 1987 {which began :

Cs | QUARTERLY DIVIDENDS FAID 4 rul April 18t), we've slashed 26¢ off vur sarnings ) ‘
adsr |Mar. 31 Jume 30 Sopt, 30 Doc. 31| Yaar estimate fur the year. These shares cannot as Terrence K. bhyeriGerald Holtzman.

T BT B 5 1 eg Jvet be assigned Value Line's Timeliness [ -

wwesl 17 a1 97 17 | gs |rankbecause of their short trading history. | EASH POSITION BvasrAvig 1136

88| 17 e | 77 -{Nonethelass, the stock as a ofie year com- | Cumem Atorm w Conent Lstiiies.  1E2% 136%

wes ! 05 g 06 05 | .20 |mitment, seems to be fully valued re!ntlveto “Cash & Eguiv's ko Cucrant Lisd'tee: % NMF

w7 | 05 0% the overall market. Yoerting Capite! &7 Sulee: i e

ncal yont #nds last dey m Feb. gt Mot t dub lata May. - In millions, sdjusted for] Ca x’n Finanolat C~v
following yesr, (B) Basad on sverapsjmesung sbout June 25 Goss ox sboutlmock splive. (F) AN oste aher 1904 sl rice Bakilivy NMF
shures butitanding. Exel. nonrecurringdAug, 10. Dividend peyrnent: Mar. 9, .June 6, VWA Cocp. Datr from ‘88 includes. MoKes-§ "'“ a"‘“'"“" Pl NME

. gain: ‘83, 33¢; ‘B4, $1.42, "85, T¢. Ne aarn-{Sapt. 4, Dac. 7. {0} incl. Intengibles. in '45: fasn Chirtmical acgu. Farnings Predictabiity

Faciual material is obipined from sources belipvad 1o Be teliable, but the publisher is nol responsible for Bny errors or omissions contained herein.
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July 6, 1987

Univar

CORPORATION

DEAR SHAREHOLDER:

You are cordially invited to attend the Univar Corporation Annual Mesting of Shareholders to be
held at Rainier Bank Tower, 12th Floor Auditorium, Rainier Square, Fifth Avenue & University Street,
Seattle, Washington, on August 21, 1987 at 11:00 a.m, At the Meeting, we will report on the operations of
the Company and respond to any questions you may have,

Recently the General Corporation Law of the State of Delawgre was amended to allow Delaware
corporations such as the Company to adopt ammendments to their certificates of ingorporation to limit the
liability of directors under certain circumstances. The enclosed Proxy Statement proposes an amend-
maent to the Certificate of Incorporation of the Company to add such a provision. The Company believes
that adoption of the proposed amendment to the Certificate of Incorporation of the Company is impor-
tant to retain and atiraci qualified diractors.

Your Board of Directors recommends that you vote to approve the proposed amendment to the
Certificate of Incorporation, re-slect four directors whose terms of office will expice this year and ratify
the selection of Arthur Andersen & Co. as our auditors. These matters are described more fully in the
formal Notice of Annual Meeting and Proxy Statement which appear on the following pages.

YOUR VOTE IS VERY IMPORTANT. Whether or not you plan to attend the Meeting, it is important
that your shares be represented. Therefore, I urge you to sign, date and promptly return the enclosed
proxy in the enclosed postage paid envelope, If you attend the Meeting, you will, of course, have the
privilege of voting in person.

We look forward to greeting you personally, and on bshalf of the Board of Directors and management
of the Company, I would like to express our appreciation for your interest in Univar Corporation,

Sincerely,

W A3 2ese

James W, Barnard
President and Chief Executive Officer

Pl ZH L

Chairman and Chief Strategist
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Seattle, Washington
July 6, 1987

Univar

CORPORATION

Notice of Annual Meeting of Shareholders

TO THE SHAREHOLDERS:

The annual meeting of the shareholders of Univar Corporation will be held in the auditorium, 12th
floor, Rainier Bank Tower, Fifth Avenne and University Street, Seattle, Washingion on August 21, 1987 at
11:08 a.m., for the following purposes:

1. To elect four directors,

2. To amend the Certificate of Incorporation of the Corporation to limit the liability of its directors
in certain circumstances, pursuant to Delaware Corporation Law.

3. To ratify the selection of Arthur Andersen & Co, as independent public acconntants for the fiscal
year ending February 29, 1988,

4. To transact such other business as may properly come before the meeting.
Only shareholders of record at the close of business on July 1, 1987 are entitled to notice of, and to

vote at, this meeting.

By Order of The Board of Directors
Barry C. Maulding
Corporate Secretary

Each shareholder is urged to sign and return promptly the accompanying proxy in the enclosed
envelope to which no postage need be affixed if mailed in the United States.

BR0O01173



Univar

1600 NCRTUN BUILDING
SEATTLE, WASHINGTON 98104

Proxy Statement for Annual Meeting of Sharehalders

To be held August 21, 1987

This proxy statement is furnished in connection with the solicitation of proxies on behalf of the
Board of Directors of Univar Corporation (herein ¢alled the “Corporation”) to be voted at the annual
meeting of the shareholders of the Corporation to be held at 11:00 a.m. on August 21, 1987 in the
auditorium, 12th floor, Rainier Bank Tower, Fifth Avenue and University Street, Seattle, Washington, for
the purposes set forth in the accompanying Notice of Annual Meeting of Shareholders. Sharehalders
who execute proxies retain the right to revoke them at any time before they are voted. A proxy tnay be
revoked by written notice to the Corporate Secretary of the Corporation at 1600 Norton Building, Seattle,
Washington 98104; by submission of a proxy with a later date; or by a request in person to return the
executed proxy. The cost of solicitation of proxies will be borne by the Corporation.

Shareholders of record at the close of business on July 1, 1987 will be entitled to vote at the mesting
on the basis of une vote for each share of common stock held. On July 1, 1987 there were 8,882,283 shares
of commaon stock outstanding.

ELECTION OF DIRECTORS

Your Corporation has & classified board of thirteen directors, Four or five directors are to be elected
each year for a term of three yeers. Your Board of Directors has proposed that the four nominees listed
below be slected this year for a term to expire in 1990. The Board of Directors recommends a vote FOR
their slection, and unless you indicate otherwise, your signed proxy will be voted for the election of
these nominees, '

The Board of Directors expects that sach of the nominees will be available for election, but if any of
them is not a candidate at the time the election occurs, it is intended that such proxy will be voted for the
election of another nominee to be designated by the Nominating Committee of the Board of Directors of
the Corporation. Except where otherwise indicated, the nominees’ beneficial ownership of the Corpora-
tion's common stock consists of sole voting powsr and sole investment power.

BR0O01174



DIRFCTORS TO BE ELECTED

RICHARD E. ENGEBRECHT
Age: 60

Jarm io expire 1990
A Director of the Corporation since 1984

Business experience of last five years: President and Chief Executive Officer, VWR Corporation -
1086 to date; President and Chief Operating Officer, Univar Carporation - 1983 to 1986;
Executive Vice President, Univar Corporation - 1882 to 1883%; Senior Vice President,
Univar Corporation « 1971 to 1982.

Dirsctorships: PENWEST, LTD.
VWR Corporation
Eldec Corporation
Puget Sound Bancorp.

Common shares owned beneficially on June 1, 1387: 50,200
Percent of outstanding common stock: .58%

MARK W. HOOPER
Age: 40
Term to expire 1390
A Director af the Corpoaration since 1986

Business experience of Jast five years: President, Pakhoed Development Inc. - 1984 to date; Vice
Prasident, Pakhoed Corporation 1978 to present,

Common shares owned beneficially on June 1, 1967: 0

Percent of outstanding common stock: 0%
Mr. Hooper is serving as a designee of Pakhoed Holding N.V. See “Securities Dwnership” and “Agree-
ment with Pakhoed Holding N.V."”
ROBERT §. ROGERS

Age: B3

Term to expire 1980

A Diractor of the Corporation since 1970

Family relationships: Brother of N. Stewart Rogers, Senior Vice President-Finance and brother-in-
law of James H. Wiborg, Chairman and Chiaf Strategist,

Business experience of last five years: President, Lands-West, Inc, - 1978 to date,
Directorships: VWR Corporation

Common shares owned bensficially on June 1, 1987: 128,704+

Percent of outstanding common stock: 1, 48%

+Mr. Rogers disclaims beneficial ownership of 17,514 shares owned by his spouse, which are included in
his tota] above as required by SEC regulations.
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LOWRY WYATT
Age: 69
Term to axpire 1990
A Direcior of the Corporation since 1975
Busingss experience of last five years: Retired. Consultant to Weyerhaeuser Company - 1979 to date.

Pirectorships: American Savings Bank
PENWEST, LTD.
VWR Corporation
UI Group Inc.
First Interstate Group of Washington
Snavely Forest Products, Co.

Common shares owned benefcially on June 1, 19687 6,000
Percent aof outstanding comimon stock: .07%

DIRECTORS WHOSE TERM CONTINUES
JAMES W. BERNARD
Ags: 50
Term to expire 1988
A Director of the Corporation since 1986

- Business experience of last five pears: President and Chief Executive Officer, Univar Corporation -
September 1, 1986 to date; President and Chief Operating Officer, Univar Corporation -
1886 through August 31, 1986; Executive Vice President, Univar Corporation - 1983 to
1986; Senior Vice President, Univar Corporation - 1982 to 1983; President, VWR Scientific
Inc. - 1974 to 1983,

Common shares owned benaficially on June 1, 1986: 82,810+

Percent of outstanding common stock: .85%
+Includes 40,000 shares which were awarded to Mr. Bernard under the Long-Term Incentive Stock Plan,
See “Long-Term Incentive Stock Plan,” Mr. Bernard disclaims beneficial ownership of 41,310 shares
owned by his spouse and children, which are included in his total above as required by SEC regulations.
H. P. H. CRIJNS

Age: 56

Term to expire 1988

A Director of the Corporation since 1988

Business experience of last five years; Chairman of the Managing Board, Pakhoed Holding N.V. -
1978 to date.

Comumon shares owned beneficially on June 1, 1987 0
Percent of outstanding common siock: 0%

Mr. Crifns is serving as a designee of Pakhoed Holding N.V. See “Securities Ownarship” and “Agree-
ments with Pakhoed Holding N.V."
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M. M. HARRIS
Age: 70
Term o expire 1988
A Director of the Corparation since 1960

Business experfence of last five years: Retired; Vice Chairman of the Board, Univar Corporation -
1970 to date.

Directorships: Degpwater, Inc,
VWR Corporation

Common shares owned beneficially on June 1, 1987 98,767
Percent of outstanding common stock: 1.14%

CURTIS P. LINDLEY
Age: 62
Term to expire 1989
A Diractor of the Corporation since 1984

Business experience of lost five years: Chairman, PENWEST, LTD. - 1984 to date; Chairman & Chief
Executive Officer PENWEST, LTD. - 1984 to 1985: Executive Vice President, Univar
Corporation - 1982 to 1954,

Directorships: PENWEST, LTD.
VWR Corporation

Cammon shares owned beneficially on June 1, 1987: 107,420+
Percent of oulstanding common stock: 1.24%

+MTr. Lindley disclaims beneficial ownership of 2,186 shares bwned by his spouse, which are included in
his total above as required by SEC regulations.

ANDREW V, SMITH
Age: 82
Term fo expire 1983
A Director of the Corporation since 1982
Business experience of last jive years: Prasident, Pacific Northwest Bell - 1978 to date.
Directorships: Airborne Express Corporation 1.5, Nationa] Bank of Oregon

Cascade Natural Gas Co. Unigard Insurance Group
ISC Syatems Corp. VWR. Corporation
Parific Northwest Bell Washington Mutual Savings Bank

U.5. Bancorp (Portland)
Common shares owned beneficially on fune 1, 1987: 4,000
FParcent of ouisianding common stock! .05%
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WILLIAM K. STREET
Age: 57
Term io expire 1988
A Director of the Corporation since 1975

Business experience of last five years: President, The Ostrom Company-1964 to date.

Directorships: PENWEST, LTD.
VWR Corporation

Cammon shares owned beneficially on fune 1, 1987; 10,009
Percent of oulslanding comman stock: 12%

The Ostrom Company, growers and distributors of mushrooms, has filed for protection under Chapter 12

of the Federal Bankruptcy Code. Management continues to operate this business as a “debtor-in-
possession.”

NICO VAN DER VORM
Age: 59
Term to expire 1989
A Director of the Corporation since Febroary 1987
Business experience of last five years: Chairman of the Executive Board, Holland America Line N.V.
Common shares owned beneficially on June 1, 1887: 0
Percent of outstanding commen stock: 0%

Mr. van der Vorm is serving as a designee of Pakhoed Holding N.V. See “Securitias Qwnership” and
“Agreements with Pakhoed Holding N.V.”

G. VERHAGEN
Age: 57
Term 10 expire 1988
A Director of the Corporation since 1986
Business experfence of last five years; Member of the Managing Board, Pakhoed Holding N.V.
Common shares owned benehcially on June 1, 1087: 0
Percent of vutstanding common stock: 0%

Mr. Verhagen is serving as a designee of Pakhoed Holding NV, See “Securitiess Ownership' and “Agree-
ments with Pakhoed Holding N.V."
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JAMES H, WIBORG
Age: 62
Term to expire 1988
A Director of the Corporation since 1884,

Family relationships: Brother-in-law of Robert 8. Rogers, Director, and N, Stewart Rogers, Seniar
Vice President - Finance.

Business experience of last five years: Chairman and Chief Strategist, Univar Corporation and VWR
Corporation - Septernber 1, 1986 to present; Chairman and Chief Executive Officer, Univar
Corporation - 1883 to 1986; President and Chief Executive Officer, Univar Corporation -
1966 to 1983.

Directorships: PENWEST, LTD.
Seafirst Corpaoration
PACCAR Inc.
VWR Corporation

Common shares owed beneficially on June 1, 1987: 216,261
Percent of oulstonding common stock: 2.49%

Mr. Wiborg shares voting and {nvestment power for an additional 10,080 shares, but he disclaims any
beneficial ownership in these shares. ‘

Mr. Wiborg is a director of the Seattle-First National Bank. During the year, the Corporation has
utilized the services of the bank as & depositary of funds and in the management of cash. In addition, the
Corporation borrows from Seattle-First National Bank on terms and conditions competitive with thase
obtaineble at the time from other comparable banking institutions. During the year the maximumn level
of indebtedness to Seattle-First National Bank was $28,040,701. It ig expected that the Corporation will
continue its business relationship with the Bank,

SECURITIES OWNERSHIP

Listed in the following table is the only known beneficial owner as of July 1, 1987 of mare than five
percent of the Corporation’s outstanding common stock. The Corporation knows of no other person ar
“group,” as that ferm is used in Section 13(d})(3) of the Securities & Exchange Act of 1934, that is the
beneficial owner of more than five percent of the Corporation’s common stack. Also listed are the
number of shares beneficially owned by all directors and officers as & group.

Name and Addrews of Amount and Nature
Bepeficial Owner /Number of Beneficial Percent
of Parsons I Group Ownership of Clags
Pakhoed Investeringen B.V. 3,053,000(1) 35%
c/o Pakhoed Holding N.V.

60-68 Boompjes
3011 XC ROTTERDAM
The Netherlands

All Directors and Officers
8s a Group (21 persons) 4,003,338(2)(3) 46%

(1) Pakhoed Investeringen B.V. is a wholly owned subsidiary of Pakhoed Holding N.V. The shares are
subject to & Standstill Agresment and a Shareholder Agresment described helow.
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() Includes all shares beneficially owned by directors as described in “Election of Directors™ and
3,053,000 shares held by Pakhoed Investeringen B.V. as to which Messrs. Crijns and Verhagen share
voting and investment power as Managing Directors of Pakhoed Holding N.V.

(3) Includes 3,159 shares for which certain officers have stock options exercisable within sixty days (see
"Stock Option Plan™) and 50,131 shares awarded to officers under the Long-Term Incentive Stock
Plan (see "Long-Term Incentive Stock Plan”).

AGREEMENTS WITH PAKHOED HOLDING N.V.

On September 19, 1986 in connection with the acquisition of certain assats and liabilities of the
McKesson Chemical Company {"MCGC"), the Corporation enterad inta various agreements with Pakhoed
Holding N.V. and Pakhoed Investeringen B.V. (collectively “Pakhcoed”) including a Stock Exchange
Agreement and a Standatill Agreement. Pakhoed also entered into Shareholders Agreements with
Directors Bernard, Engebracht, Harris, Lindley, Robart 5. Rogers, and Wiborg, and with N. Stewart
Rogers (en officer of the Corporation) and Nat 8, Rogers (the father of Robert 5, and N, Stewart Rogers and
the father-in-law of James H. Wiborg). These eight shareholders and their spousas are referred to as the
“Core Shareholders.” ‘

Under the Siock Exchange Agreement the Corporation exchanged 3,053,000 shares of its common
stock and %1,000,000 for all of the outstanding common stock of a subsidiary of Pakhoed which pur-
chased MCC. The Corporation also agreed to reimburse Pakhoed for approximately $1,700,000 in faes
and expenses in connection with the acquisition of MCC.

The Standstill Agreement provides that Pakhoed will not acquire beneficial ownership of any Voting
Securities of the Corporation without the congent of the Corporation If such acquisition would result in
Pakhoed owning more than 35% of Common Stock Equivalents of the Corporation. Pakhoed may zcquire
additional Voting Securities above the 35% limit by making a tender offer for sharaes of Voting Securities
in regponse to a third-party tender offer for such securities, in which event the percentage limitation will
increase to 45% and Pakhoed may retain shares over 45% to the extent the Corporation slects not to
repurchase such shares pursuant to its right to do so under the Standstill Agreement. Pakhoed may also
acquire shares in sxcess of the percentage limitation (i} upon receiving approval of five-eighths (5/8) of
the directors of the Corporation who are not afiliated with Pakhoed, or (i) by a 100% tender offer made
in response to a third-party’s acquisition of 10% or more of Common Stock Equivalants, or if tha Core
Shareholders increase their aggrepate ownership of Common Stock Eguivalents by 10% or more.

The Standstill Agresment also provides that Pakhoed will not (without prior written approval of the
Board, including the concurrence of a majority of directors not affiliated with Pakhoed) (i) for a period of
five years soliclt proxies or participate in solicitation of proxiss contesting any recommendation of the
Board; (it) deposit any Voting Securities in & voting trust or subject them to a voting agreement except as
required by Netherlands law or to a trust or agresment between Pskhoed and its affiliates; (iii) join any
group for the purpose of acquiring, holding or disposing of voting Securities within the meaning of
Section 13(d) of the Securities Exchange Act of 1834; {lv)induce any other person to initiate a tender offer
for any securities of the Corporation, or to effect any change of control of the Corporation or take any
action for the purpose of convening a stockholders’ meeting; or (v) acguire more than 1% of any class of
securities of any entity that is publicly disclosed to be the beneficial owner of 5% or more of the Voting
Securities.

Pursuant to the Standstill Agreement, the Corporation has increased the slze of its Board from 810 13
directors, and appointed Messrs, Hooper, Crijns, van der Vorm and Verhagen te the four new seats. The
Board will be reduced to 12 seats following the first retirement or resignation of a director. Subject to
certain limitations, the Corporation thereafter will cause to be nominated for election as directors
representatives designated by Pakhoed so as to provide Pakhoed with representation on the Board
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proportionate to its stock ownership. Pakhoed will vots its shares so as to afford the Corporation's other
shareholders with proportionete rapregsentation also. Pakhoed will be entitled to representation on any
committee of the Board at its request,

The Shareholder Agreements provide that Core Shareholders will vote their shares in favor of
Pakhoed’s representatives, as described in the preceding peragraph, in consideration for the right of the
Core Shareholders to put their shares to Pakhoed after a tender offer by Pakhoed made in accordance
with and satisfying the requirements of the Standstill Agresment.

REMUNERATION OF DIRECTORS

Non-employee directors of the Corporation were compensated during the last fiscal year as follows:

(a)  Annual retainer as a Director $7.500

(b)  Annual retainer as & member of Executive Committee 2,000

(c)  Annual retainer as Chairman of each standing committee 2,000

(d). Fee for each meeting of the Board of Directors attended 700

(e} Fee for each mesting of the Boerd of Directors attended 1,000
when two days of travel required

if) Fee for each committee meeting attended asn

{8)  Reimbursement for all reasonsble expenses incurred in at-
tending beard and/or committee meetings

Mr. Wiborg, as Chairman of the Board and Chief Strategist, has a Consulting Services Agresment
which provides for & base retainer of $100,000 and a variable retainer or bonus ranging from 0% to 100%
of the base retainer which is to be awarded based on his achievemesnt of predetermined objactives
established by the Compensation Committee. The effective term of this arrangement is from Septem-
ber 1, 1986 through August 31, 1989, and includes provisions for acceleration of any unpaid base retainer
and annual target bonuses of $65,000 in the event of certain transactions which might result in a changs
of control. Total base and variable retainer amounts paid to Mr. Wiborg during last fiscal year are
included in the Executive Compensation table which also includes compensation for six months during
which Mr. Wiborg served as Chief Exscutive Officer,

NUMBER OF MEETINGS

There were eight meetings of the Board of Directors held during the last fiscal year. All directors
attended 75% or more of the aggregate of board meetings and meetings of committees on which they
sarved,

COMMITTEES OF THE BOARD OF DIRECTORS

The Board of Directors has standing Audit, Compensation, Executive, Nominating, Pension and
Public Policy Committees: :

AUDIT COMMITTEE
M. M. Harris, Chairman William K. Street
Curtié P. Lindley G. Verhagen

Andrew V, Smith

Three meetings ware held during the last fiscal year.
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Functicns:

1. Recommend selection or termination of independent public accountants to the Board of Directors.

2. Review scope of the audit to be performed by the independent public accountants and the audit
fea.

3. Review and/or recommend accounting policies to the Board of Directors.

4. Review reports of independent public accountants and internal audltors as to the adequacy of the
Corporation’s accounting system, controls and other matters,

5. Review scope and specifications of the internal audit program.

6. Review areas of possible conflicts uf. interest and sensitive payments,

COMPENSATION COMMITTEE
Lowry Wyatt, Chairman William K. Strest
James W, Bernard G. Verhagen

Robert §. Rogers

Five meetings were held during the last flscal vear.
Functions:

1. Recommend cnmpen._sation of corporate officers.

2. Establish bonus criteria.

3. Review annually the operation of all compensation practices and salary administration
procedurss. :

4. Consult with the Pension Plan Committee regarding the effects of trends in compensation an
pension costs,

5. Recommend benefit levels in the Corporation's retirement program.,

&. Recommend Directors’ fees.

EXFECUTIVE COMMITTEE
Lowty Wyatt, Chairman Richard E. Engebracht
James W. Barnard Nico van der Vorm
H.P.H, Crijns James H. Wiborg

Five meqtings were hald during the last fiscal year.
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Functions:

To exercise all the power of the Board of Directors between mestings of the Board of Directors,
except the Executive Committee ghall not have power to:

1. Amend or repeal any section of the bylaws or the Restated Certificate of Incorporation.
2. Elect or rernove any officar of the Corporation,

3. Make recommendations as to the selection of the Chairman of the Board, the Vice Chairman of
the Board ar the President.

4. Rescind or modify beyond $600,000 any resolution adopted by the Board of Directors.

5. Authorize original issue of capital stock.

6. Authorize capital investments or acquisitions or dispositions of property in excess of $600,000,
7. Appmva.anmia] capital or operating budgets.

8. Declare any dividends.

9. Fix compensation of oficers, directors, or employees.

The Board of Directors may specifically authorize the Executive Committee to act w1th respect lo
any of the foregoing matiers.

NOMINATING COMMITTEE
James H. Wiborg, Chairman
Richard E. Engabrecht
Andrew V. Smith -
One meeting was held during the last fiscal year.

Functions:

1. Receive, review and maintain files of individuals qualified to be recommended as nominees for
election as directors,

2. Raview as appropriate the capability of each incumhent director to continue to serve as director.

3. Recommend a list of individuals 1o the Hoard of Directors for nomination for elecon to the Board
of Directors at the annual mesting of shareholders.

4. Recommend individuals for election to the Board of Directors as replacement directors may be
required.

5, Recommend individuals for appointment as new committees may be created or as replacement
committee members may be required.
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There is &t pregent no established procedure for submission of nominations by shareholders, Article
X of the Restated Certificate of Incorporation, however, wonld allow only Disintarested Diractors or
persons beneficially owning sharas of Voting Stock having a market price of $250,000 or more, when
cumulative voting was in effect as a result of the existence of a person or group which beneficially owns
40% or more of the outstanding Common Stock, to nominate one or more candidates for election as a
director and to have information relating to such nominees included in the Corporation’s proxy
statement,

PENSION COMMITTEE
Robert 5. Rogers, Chairman
Curtis P. Lindley
M. M. Harris
Lowry Wyatt
One meeting was held during the last fiscal year.
Functions:
1. Direet the investment of the funds of the Univar Corporation Retirement Plan,
2. Review and make recommendations to the Board of Directors in respect to the performance of

any third parties responsible for the administration and for the investment of the funds of such
plan,

3, Review snd make recommendations to the Board of Directors in respect to any amendments
proposed for such plan,

4. Review the annual reports made for such p]ﬁn and establish and administer any additional
system for periodic reporting as the Committes may deem advisable.

PUBLIC POLICY COMMITTEE

James W. Bernard, Chairrnan
Mark. W. Hooper

M. M. Harris

Curtis P. Lindley

Three mesetings were held during the last flacal yaar.
Functions:
1. Review policles of the aperating units and recommend further development or modification of
said policies to the Board with respect to Company health, safety, environmental, insurance and
real estate affairs: and andit, or causse to be audited, the activities in these areas to ingure they are

carried out in 8 manner upholding its responsibility to act as a good corporate citizen in control-
ling risks to the health and safety of its employees, customers, the public and to the environment..
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EXECUTIVE CASH COMPENSATION

. Cash compensation paid by the Corporation during the fiscal year ended February 28, 1987 to each of
the five most highly compensated executive officers, and to all executive officers as a group, is &3 follows;

Nume of lndividual

or Numbar In Gronp Capacities In Which Sarved Salary Bonuwes* Total

James H, Wiborg Chairman and Chief Strategist; $ 145,240 & 85,254 $ 230,494
Chairman and Chief
Executive Officer

James W, Bernard President and Chief Executive 188,333 125,766 314,118
Officer; President and Chief
Operating Officer

N. Stewart Rogers Sendor Vice President-Finance 163,385 55,757 219,142

Robert A. Steinseifer Vice President; President 141,154 58,180 199,344
Van Waters & Rogers

Albert C. McNeight Vice President; President 78,750 39,147 117,897
Van Waters & Rogers Lid.

All 11 execntive $1,083,200 $480,907 $1,544,107

officers as a group

*Includes awards accrued for the fiscal year ended February 28, 1987, but does not include any bonuses
for the prior fiscal year,

Plans, pursusnt to which cash or non-cash compensation was paid or distributed during the last
fiscal yoar or is proposed to be paid or distributed in the future to the individuals named in the table
"Executive Cash Compensation” and as s group, are described in the following pages ag:

Executive Stock Purchase Plan -
Defined Benefit Retirement Plan
Employee Stock Purchese Plan
Management Bonus Plan

UniSaver Tax Savings Investment Plan
Steck Option Plan

Long-Tarm [ncentive Stock Plan

EXECUTIVE STOCK PURCHASE PLAN

The Executive Stock Purchase Plan provided for the purchase of Univar Corporation common stack
by key management executives at the market price on the date of execution of a purchase contract
payable over ten years with interest. Each purchase contract is secured by a pledge of the stock and with
full recourse against the exscutive purchaser. The Board of Directors adopted the Plan in October 1979,
The Plan was ratified by the shareholders at the 1980 annual meeting. The plan does not set any specific
limitations on the annual or aggregate purchases of shares or the interest rate. The number of shares
offered and the interast rate were determined by the Compensation Committee in 1979 and 1984, the two
occasions when shares have been sold to participants,

12

BR0O01185



The foliowing executives owed the Corporation in excess of $60,000 during the last fiscal year as a
result of stock purchases made pursuant to the Executive Stock Purchass Plan.

Ulﬁlld Balance
With luterest at Six Unpatd Balance ncl Your

Percent Per Annum June 1, 1087 Ended 18,1087
James H. Wiborg $136,794 $ 233,493
Curtis P. Lindlay* 85,795 140,096
Richard E. Engebrecht* 83.880 140,086
N. Stewart Rogars 72,696 123,129
James W, Bernard 55,920 93,397
Robert A. Stelnseifer 52,988 65,378
T. Frank Rawlinson* .0 ___70,048
Total ‘ $491.078 $£ B65,6317

i

With Inforest at Nine Unpaid Balance ncal Year

Porcent Per Annum Juns 1, 1967 Euded ary 28, 1987
Jarrold B. Hareis" $136,990 ' $ 208,920
Robhert A Steinseifer 79,812 89,876
Allen W. Pucketi* 65,139 80,361
Patsy R, Turnipseed* 65,135 74,730
Bevan Cates 63,065 . 80,361
Terrance H. Irvine 63,065 74,730
Guenter Zimmer 0 75.268
Eivind G. Lange* 0 104,622
Total $473,208 % 878,688
Grand Total $964,384 $1,744,325

*Former Officer
DEFINED BENEFIT RETIREMENT PLAN

The table below shows the estimated annual benefits peyable on retirement under the Univar
Corporation Retirement Plan (“Plan”) to persons in specified remuneration and years-of-service
classifications. The retirement benefits shown are based upon retirement at age 65 and the payments of a
single-life annuity to the employee using the level of Soclal Security benefits currently in effect to
compute the offset for such benefits under the Plan.

a annual
e B S
months of employment .10 15 20 24
$100,000 $18,106 $ 27,150 § 36,213 § 45.266
150,000 28,106 42,159 56,213 70,266
200,000 38,108 57,158 76,213 95,266
250,000 48,106 72,159 96,213 120,266
300,000 58,108 87,159 116,213 145,266
350,000 68,106 102,159 136,213 170,266
400,000 78,106 117,159 156,213 195,266
450,000 A8,106 132,159 176,213 {?.20,266
13
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‘With certain exceptions, Section 415 of the Internal Revenue Code currently limits penslons which
may be paid under plans qualified under the Internal Revenue Code to an annual benefit of $90,000. The
Board of Directors, upon the recommendation of the Compensation Committes, has authorized the
establishment of supplemental berdefits for senior officers to whom the Saction 415 limit applies, or wil}
apply in the future, so that these senior officers will obtain retirement benefits comparable to other
retirament plan participants not impacted by the Section 415 limit. The above table sets forth the total
estimated benefit payable to participants.

Compensation of executive officers covered by the Plan would include salaries and bonuses as
raported in the Compensation Table. All persons named in the Compensation Table kave in excess of
twenty-five years of service with the Corporation, No additional retirement benefits accrue after twenty-
five years of service. :

Compensation of all employees covered by the Plan would include salaries, commissions and
bonuses. All regular, full-time employees not members of a collective bargaining unit (except for
bargaining units participating in all Univar benefits) are aligible to participate in the Plan.

EMPLOYEE STOCK PURCHASE PLAN

The Employee Stock Purchase Plan, approved by the Board in 1972, allows all employess of the
Corporation who have completed one yaar of employment and who have attained the age of majority to
authorize a payroll deduction, from a minimum of $15 per month to 2 maximum of 18% of bage earnings,
to be applied towards the purchase of the Corporation’s commen stock. Each month the total payrofl
deductions of all participants, plus a contributiont by the Corporation equal to 20% of each participant’s
contribution, are delivered to Merrill Lynch, Pierce, Fenner & Smith Inc. who, as aoon as practicable,
purchases on the New York or Pacific Stock Exchanges, as agent for the participants, as many shares of
the Corporation's common stock es such funds will permit. The shares purchased are allocated to each
participant in proportion to his deduction. Each participant has full dividend and voting rights, and may
request the issuance of a stock certificate in his name at any time. Dividends ara reinvested in common
stock of the Corporation. Participants receive quarterly statements from Merrill Lynch. Employees may
terminate their participation upon 30 days’ notice,

Cash contributions by the Corporation on behalf of executive officers for the last fiscal year are
included in the bonus column of the Exscutive Cash Compensation table.

MANAGEMENT BONUS PLAN

The Management Bonus Plan {the “Bonus Plan”), administered by the Compensation Committee of
the Baard, provides that the Committee may authorize annual cash or deferred awards to full-time
salaried management employees of the Corporation or its subsidiaries, At the beginning of each year a
terget bonus fund is calculated according to guidelines set out in the Bohus Plan and the President of
each subsidiary recommends a list of participants. The list of participants is subject to approval by the
President of the Corporation, the Committee and the Board. Payment of banuses is based on attainment
of target profit/capital ratios set out by the Bonus Plan.

Individual bonus awards are determined by salary grade and are subject to an adjustment by a
judgment of individual performance. No bonus can exceed 100% of a participant’s base salary for the
year. Bonuses are paid in cash wnless the participant, prior to the beginning of the vear, requests deferral
of payment for up to & maximum of ten years after separation of service. The committee has sole
discretion to approve deferrals. Amounts awarded for the last fiscal year to Executive Officers are set
forth in the Executive Cash Compensation table.
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UNISAVER TAX SAVING INVESTMENT PLAN

The UniSaver Tax Sevings Investment Plan (the “Investment Plan’), approved by the Board in 1984,
went into effoct on July 1, 1984 and quelifies as a cash or deferred salary arrangement under Section
401(k} of the Internal Revenue Code. Employees are eligible to participate in the Investment Plan if they
- have been emplayed for twelve months and are not members of a collective bargaining unit {except for
bargaining units participating in all Univar benefits),

Under the Investment Plan, participants may defer up to 12% of their pretax salary (increased to 16%
effsctive July 1, 1987). The Corporation will match 30% of the participant's deferral up to & maximum
match of 1.8% of salary. The Corporation's matching contribution will be invested in the Corporation’s
common stock. The participant’s pretax salary deferrals will be invested, at the participant's direction, in
a Corporation stock fund, an aggressive fund, a low-rigk government guaranteed fund, or in a combina-
Hon of those funds.

"Participants will be 100% vested in their salary deferrals and all earnings on those deferrals.
However, the Corporation’s matching contribution and earnings therson will become 100% vested only
upon the participant's fifth year of vesting service with the Corporation, with 20% vesting being given for
each year up to the fifth year. Regardlass of years of vesting service, a participant will be 100% vested in
the Corporation’s contribution and earnings thereon when the participant reaches age 65, or if the
participant dies while employed or becores disabled.

Investment Plan henefits wiil be paid upon retirement, termination of employment, disability or
death. In addition, benefits may be distributed o a participant in the event of financial hardship.

Cash contributions by the Corporation on behalf of the executive officers for the last fiscal year are
included in the bonus column of the Executive Cash Compensation table.

STOCK OPTION PLAN

Under the Stock Option Plan, approved by the shareholders in 1982 (the “Option Plan”), the
Compensation Committee of the Board consisting of four directors, may grant to officers or key employ-
ees options to purchase the Corporation’s commeon stock. The maximum number of shares which may be
issued under the Option Plan is 122,464, Options to purchase 112,978 shares have been granted and are
outstanding under this Plan. The option price is determined by the Committee. For Incentive Stock
Options granted under the Option Plan, the cption price cannot be less than the fair market value of the
common stock on the date of grant. The Committes has discretion to grant non-qualified stock options at
less than the fair market value. The Committee has the authority to establish the time or times at which
optioned shares may be purchased, and it may vary among the optioness, Options expire ten years from
date of grant or upon termination of employment. Options become exarcisable at the rate of twenty
percent of the optioned shares in each twelve month period commencing five years after the date of
grant. Any option shares which may be, but are not purchased in one such twelve month period may be
purchased in a subsequent twelve month periad, provided all options for the purchase of option shares
must be exercised within ten years from date of grant.

An option may be exercised by paying the option price in cash, in shares of the Corporation's
common stock (valued at their fair market value), or in any combination of cash and shares, When a
nonqualified option iz exercised, the optionee must also pay related withholding and F.LC.A. taxes.

During the last fiscal year, no options were granted or exercised under the Stock Option Plan.
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The purpose of the Plan is to encourage ownership of common stock by key employees, provide
incentive for maximum effort in the anccessful oparation of the Corporation and attract and retgin
personnel of the best available talent. The Committee has discretion in granting options to achieve these

purposes.
LONG-TERM INCENTIVE STOCK PLAN

Under the Long-Tarm Incentive Stock Plan (the “Plan”), approved by the shareholders in 1986, the
Corporation may grant to its key employees (1) Non-Qualified Stock Options, (2)Incentive Stock Opticns,
and [3) Restricted Stock Awards, according to the procedures established by the Plan. The maximum
number of shares which may be issued under the Plan is 350,000,

The Compensation Committee has been delegated the authority to determine the number of shares
subject to each option or award, the option or purchase price of each option or award, the applicable
vesting period, any other terms of each option or award and generally the rules, regulations and
interpretations applicable to each option or award, The stock options and restricted stock awards include
provisions for acceleration of such applicable vesting period in the event of certain transactions which
may result in a change of control of the Corporation,

Special provisioms apply to the following options and awards:
Incentive Stock Options

The cption price may not be less than the fair market value of the Corporation’s common stock on
the date of grant and the aggregate fair market value (determined on the date of grant) of options which
become axercisable for any one individual in a calendar year may not exceed $100,000. The option price
must be paid in full at the time of exercise. During the fiscal year ended February 28, 1987, the
Committee granted the following Incentive Stock Options to the exscutive officers listed in the Cash
Compensation Table and to all executive officers as a group:

_ Optiones Number of Shares
Robert A. Steinseifer 3,664
All 11 executive officers
as a group 13,144

Nou-Qualified Stock Options

The option price must be paid in full at the time of exercise, together with the amount of faderal,
state or local taxes of any kind required to be withheld hy the Corporation, No Non-Qualified Options
have been granted under the Plan. The Committee has discration to grant non-qualified stock options at
less than the fair market value,

Restricted Stock Awards
The Committae may award restricted stock to key employeez who have performed valuable services
to the Corporation or sell such shares to key employees for not less than the aggregate par value of the

shares covered by the award. Restricted stock may not be sold or otherwise disposed of during the
restriction petiod determined by the Committee and is subject to forfeitura in the event the employee is
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terminated other thyn by teason of death, disability or normal retirement. During the fiscal year ended
February 28, 1987, the Committee made the following Restricted Stock Awards under the Plan to the
executive officers listed in the Cash Compensation Table and to all executive officers as a group:

Oplicace Number of Shares
James W. Bernard 40,000
Robert A, Steinseifer 3,834
All 11 executiva officers
a5 a group ) 50,131

These Restricted Stock Awards become 50% vested aftar seven years and 100% vested at the end of
eight years. The purpose of the Plan is to encourage gwnership of common stock by key employees,
provide incentive for maximum effort in the successful operation of the Corporation and attract and
retain personnel of the best available talent. The Committes has discretion in granting options or making
awards to achieve these purposes,

AGREEMENTS WITH CERTAIN OFFICERS .

The Board of Directors has approved change of control agreements (the “ Agreements’) between the
Corporation and James W. Bernard, N. Stewart Rogers, Robert A. Steinseifer, and A.C. McNeight (the
"Executives”). Each Agresement provides that the Executive will receive compensation for 30 months if
his employment is terminated (voluntarily or involuntarily) far any reasan other than gross misconduet,
death, disability. or reaching age 65, provided such termination occurs within 24 months after certain
defined avents which might lead to & change in control of the Corporation. The compensation will be
paid at a rate equal to the Executive’s then current salary and target bonus. The compensation is subject
to a mintmum annual rate of not Jess than the Executiva's average compensation for the preceding three
calendar years, and is subject to reduction if the aggregate present value of all payments would exceed
three times the Executive’s “annualized includable compensation,” as defined in Section 280G of the
Intarnal Revenue Code, for the Executive's most recent five taxable years. The Executive will also
continue to have “employes” status for the 30 month period and will be entitled to retain most employee
benefity and rights during this period.

The estimated aggregate amounts presently payable in the event of a change of control (assuming
each officer receives payments for the maximum 30-month period) would be: Mr, Bernard $965,930, Mr.
N. Stewart Rogers $582 083, Mr. Steinzeifer 604,200 and Mr. McNeight $325,933. The foregoing does not
im:luga the value of any employee benefits which might e payable to the officer during the 30-month
period. :

Although the Corporation believes that it is highly unlikely that the compensation or other benefits
payable or vesting upon the Executive’s termination will constitute “golden parachute payments” under
the Internal Revenue Code, the Agreements do provide for indemnification against excise taxes payable
by the Executive in the event of such a determination. The Corporation may cease payments in the event
the Executive breaches certain non-competition or confidentiality covenants. The Corporation also has
the right to terminate the Agreements upon a one-year notice, except as to rights accruing as a result of
an event which has triggered the change of control provisions of the Agreements, The Board of Directors
believes that the terms and conditions of the Agreements are in the best interest of the Corporation.

PROPOSAL TO AMEND CERTIFICATE OF INCORPORATION
The Corporation’s Board of Directors recommends that the shareholders consider and approve a
proposal to amend the Corporation’s Certificate of Incorporation to include a new Article XTI, The

proposed Article XTI would limit the personal liability of the Corporation's directors to the Corporation
or its shareholders for monetary damages for cartain breaches of fiduciary duty.
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Proposed Article XII! is consistent with Section 102(b}(7) of the Delaware General Corporation Law
{"DGCL"} enacied by the Delaware legislature in June 1986, described below, which is designed, among
other things, to encourage qualified individuals to serve as directors of Delaware corporations by
permitting Delaware corporations to include in their certificates of incorperation a provision limiting
directors’ liability for monetary damages for breach of the duty of care. Section 102 (b)(7) of the DGCL ig
an enabling provision only. An amendment to the certificate of incorporation approved by shareholders
iz required to effect the permitted limitation on liability.

The text of the proposed Article X111, which is described in greater detail below, is as follows:

ARTICLE XII
LIMITATION OF LIARILITY

To the fullest extent permitted by the Delaware General Corporation Law as the same exists or
may hereafier be amended, a director of this Corporation shall not be liable to the Corporation
or its shareholders for monetary damages for breach of duty as a director.

The Corporation’s Board of Directors belteves that it is appropriate and advisable that the sharehold-
ers adopt the proposed amendment to the Certificate of Incorporation and recommends that the share-
holders vote to approve and adopt the proposed amendment.

Background and Reasons for Proposed Amendment, In performing their dutes, directors of a
Delawars corporation are obligated as fiduciaries to exercise thefr business judgment and act in what
they reascnably determine in good faith, after appropriate consideration, to be in the best interests of the
corporation and its shareholders. Decisions made on that basis are protected by the so-called “business
judgment rule™ which iz designed to protect directors from personal liability to the corporation or its
sharehalders when their business decisions are subsequently challenged. Directors have historically
relied on indemnity from and insurance procured by the corporations which they serve to provide for
the expense of defending lawsuits and uncertainties in the application of the business judgment rule.
The Delaware legislature has recognized that adequate insurance and indemnity provisions are often a
condition of an individual’s willingness to serve as a director of a Delaware corporation. The DGCL has
for some titne specifically permitted corporations to provide indemnity and procure insurance for its
directors and officers, and existing Section 6.1 of the Bylaws of the Corporation presently provides for
indemnification of officers and directors to the fullest extent permitted under Delaware law.

Recent changes in the market for directors and officers lability insurance have resulted in the
unavailability for directors and officers of many corporations of any meaningful liability insurance
coverage. Insurance carriers have in certain cases declined to renew existing directors and officers
lability policies, or have increased premiums to such an extent that the cost of obtaining such insurance
becomes prohibitive. Moreaver, current policies ofien exclude coverage for areas where the service of
qualified independent diractors is most needed. For example, many policies do not cover labilities or
expenses erising from directors and officers activities In response to attempts to take over a corporation,
Such limitations on the scope of insurance coverage, along with high deductibles and low limits of
liability, have undermined meaningful directors and officers liability insurance coverage.

The unavailability of meaningful directors and officers liability insurance is attributable to a
number of factors, many of which are affecting the liability insurance industry generally, including the
granting of unprecedentad damage awarde and reduced investment income on insurance company
investments. Although the Corporation has to date been able to obtain insurance coverage for directors
and officers on & basis which it believes acceptablae, the Corporation has experienced the increase in
premiums and limitations in the scope of coverage which is symptomatic of the problems generally in
the liability insurance industry. Moreover, the Corporation’s current policies expire yearly. Hence, the
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Corporation is exposed to yearly renegotiation of premiums and coverage, as well as cancellation, in the
future. The proposed amendment is designed to assure that the Corporation’s directors and officars do
not lnge the pretection they have had in the past if insurance coverage decraases or becomes unavailable.

The Corporation believes that the inability of corporations to provide meaningful direcior and
officer liability insurance has had a damaging effect on the ability of public corporations to recruit and
retain corporate directors. Although the Corporation has not directly experienced this prohlem, the,
Corporation's Hoard of Directors believes that the Corporation should take every possible atep to ensure
that the Corporation will continue to be able to attract the best possible officers and directors.

Recognizing the potential threat to Dalaware corporations caused by the recent changes in the
market for lighility insurance for directors and officers, in June of 1986 the Delaware legislature enacted
amendments of the DGCL designed to permit Delaware corporations to Hmit directer liability under
cortain circumstances and clarifying the scope of indemnification authorized by the statute, In the-
official synopsis of the bill that was enacted, the Delaware legislature stated that ““the unavailability of
traditional [insurance] policies (and, in many cases, the unavailability of any type of nolicy from
traditional insurance carriers) has threatened the quality and stability of the governance of Delaware
corporations because directors have become unwilling, in many {nstancws, to serve without the protec-
tion such insurance provides and, in other instances, may be deterred by the unavailability of insurance
in cartain circumstances from making entrepreneurial decisions.” Accordingly, the Delaware legislature
revised the DGCL (i) 50 a3 to permit Delaware corporations to limit or eliminate personal liablility of
directors under certain circumstances by means of an amendment to the certificate of incorporation
approved by shareholders, and (ii) to clarify the ability of corporations to provide substitute protection,
in the form of indemnity.

The proposed amendment to the Certificate of Incorporation is consistent with the recent amend-
ments to the DGCL. The primary purpose of the proposed amendment and the reason it is being
recommended to shareholders is to ensure that the Corporation will continue to be able to attract
individuals of the highest quality and ability to serve as directors.

Froposed Amendment to the Certificate of Incorporation. The following description is a summary
of the proposed amendment. Under the laws of Delaware, each directar awes certain fiduciary duties to
the Corperation and to its shareholders. These duties include a duty of loyalty and a duty of care.
Applicable decisicnal law requires not only that a director refrain from fraud, bad faith, self-dealing and
transactiong jnvolving material conflicts of inferest (the duty of loyalty), but alsc that the director
exercise his or her business judgment on an informed basis {the duty of care). In appropriate cases,
shareholders of a Delaware corporation may bring an action to recover monetary damages from directors
for breach of such fiduciary duties, including the duty of care, and a shareholder may also seek to enjoin
ot rescind a transaction resulting from such a breach.

Proposed Article XIII provides that a director of the Corporation shatl not be personally liable to the
Corporation or its sharsholders for monetary damages for breach of fiduciary duty as a director except
under certain circumstances. Those circumstances, in which liability would continue to be imposed,
include liability (i} for any breach of the director's duty of loyalty to the Corparation or its shareholders;
(ii) for acts or omissions not in good faith or which involve intentional misconduct or a knowing viclation
of 1aw; (iii) for paying a dividend or approving a stock repurchase in vialation of Section 174 of the DGCL
or (iv) for any transaction from which the director derived an improper personal benefit. If the DGCL is
amended after approval by the shareholders of the proposed amendment to the Certificate of Incorpora-
tion to authorize corporate action further eliminating or limiting the personal liability of directors, then
the liability of a director of the Corporation would be eliminated or limited to the fullest extent
paermitied by the DGCL, as so amended.

19

BR0O01192



Proposed Article XM would protect the Corporation’s directors against personal liability fram
breaches of their duty of care. Under Delaware law, absent adoption of the proposed amendment,
directors can be held lable for gross negligence, as that term may be defined hy the Delaware courts, in
connection with decisions made in the performance of their duty of care, but not for simple negligenca.
In a context not involving a decizion by the Board of Directors (i.e., a suit alleging loss to the Corporation
dus to the directors’ inattention to a particular matter), a simple negligence standard might apply. If
adopted by the shareholders, proposed Article XITl would absalve directors of lHability for negligence in
the performance of their duties, inchiding gross negligence. Directors would remain liable for breaches
of their duty of loyalty to the Corporation and its sharsholders, as well as acts or omissions not in good
faith or which involve intentional misconduct or a knowing violation of law and transactions from which
a director derives improper personal benefit. The proposed amendment would not absolve directors of
linbility under Section 174 of the DGCL, which makes directors personally liable for unlawful dividends
or unlawful stock repurchases or redemptions and expressly sets forth a negligence standard with
tespect to such liability, and the proposed amendment would not eliminate or limit liability of directors
arising in connection with causes of action brought under federal securities laws, The new statute and
the proposed amendment will only limit a director’s liability to the Corporation and its shareholders,
and will not affect the Hahility of a director to any other party.

While the proposed Article XTI provides directors with protection from awards of monetary dam-
ages for breaches of the duty of care, it does not eliminate the directors’ duty of care. Accordingly, the
proposed Article XIII would have no effect on the availability of equitable remedies such as an injunction
or reeciszion based upon & director’s breach of the duty of care. Furthermore, liabilities which may arise
out of acts or omissions occurring prior to the adoption of the amendment would not be covered by
Article X1II 2o that directors would remain potentially liable for monetary damages in connection with
any such acts or omissions. In addition, Article X would apply only to claims against a director arising
out of his or her role as a director, and would not apply, if he or she is also an officer, to his or her role as
an officer or in any capacity other than that of a director. Under Article XIII, directors would not be Hable
for monetary damages for a grossly negligent business decision made in connection with sttempts to
acquire the Corporation,

Section 102 (b) (7) of the DGCL has only recently been adopted, and there have been no judicial
interpretations of its validity or applicability. Accordingly, the potential outcome of any litigation arising
out of intarpretations of the statute cannot be fully ascertained at this time.

The Corporation has not received notice of any proceeding to which Article XIII ruight apply. In
addition, the proposed amendment iz not heing proposed in response to any specific resignation, threat of
resignation or refusal to serve by any director or potential director. Accordingly, the Corporation is not
aware of any present or pre-existing circumstances or events to which this proposal might apply. The
Board of Directors and management recognize that adoption of the new amendment may have the effect
of reducing the likelihood of derivative litigation against directors, and may also discourage or deter
sharcholders from bringing a lawsuit against directors for breach of their duty of care, even though such
an action, If successful, would benefit the Corporation and its shareholders. In addition, under certain
circumstances the Corporation end its shareholders may, as a result of the proposed amendment, lose
the vpportunity to obtain monetary damages from directors.

The Board of Directors acknowledges that current and futura directors would personally benefit
from the approval of the faregoing amendment and in thiz connection the Board of Divectors may be
considered to have a conflict of interest. For the reasoms stated in the section captoned “Background and
Reasons for Proposed Amendment,” howsver, approval of such amendment is recommended by the
Board of Diractors. Proxies solicited by the Board of Directors will be so voted unless shareholders
specify in their proxies a contrary choice.
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Approval of the proposed amendment requires the affirmative vote of the holders of 8 majority of the
outstanding shares of Common Stock,

The Board of Directors unanimously recommends approval of the Proposal.

SELECTION OF INDEPENDENT PUBLIC ACCOUNTANTS

The Board of Directors has selected the firm of Arthur Andersen & Co., independent public account-
ants, to audit the accounts of the Corporation and its aubsidiaries for fiscal year ending Fehruary 29, 1988.
‘Arthur Andersen & Co. have audited the accounts of the Corporation since its incorporation. The
shareholders are asked to signify their ratification or disapproval of this selection.

A representative of Arthur Andersen & Co. will be present at the sharehalders’ meeting with the
opportunity to make a statement if he desires to do so and will be available to respond to appropriate
questions.

The Board of Directors recommends a vote FOR this selection.

PROPOSALS OF SECURITY HOLDERS

Proposals of security holders intended to be presented at the annual meeting of August 26, 1988,
must be received by Univar Corporation no later than March 18, 1988 to be included in the Corporation’s
1988 proxy statement and form of proxy relating to that meeting.

OTHER BUSINESS

The Board of Directors has no knowledge of any other business to be acted upon at this mesting. If,
however, any other business is presented to the meeting, proxias will ba voted in accordance with the
judgment of the person or persons voting such proxies unless the proxies are so marked to preclude such
discretonary anthority.

The Annual Report of the Corporation for the fiscal year ended February 28, 1987 has been mailed to
the shareholders.

July 6, 1987
By Order of the Board of Directors
Barry C. Maulding
Corporate Secretary
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IIEM 1. BUSINESS

Univar Corporation was incorporated in September, 1966 to become the
succasaor corperation in the merger of Van Waters g Rogers Inc. and
United Pacific Corporation, both long established companies then
doing buziness in the western United States and weatern Canada. FPor
the fiacal year ended February 28, 1987, Univar Corporation (Univar
or the Company) and ita wholly-owned subsidiaries were involved in
the distribution of industrial and agricultural chamicals and
related products. Van Waters § Rogers Inc. conducta its operations
throughout the United States. Van Waters & Rogers Ltd. conducts

its operationa throughout Canada.

The businesses of Univar formerly included the industrial
distribution of laboratory equipment and supplies, texztiles and
supplies, and electronic components, The divisions operating this
business — VWR Scientific, VWiR Home Furnishings and Acacia - were
separately incorporated and the shares of stock of their parent
corporation, VWR Corporation, were distributed to shareholdera of
Univar who were sharecholders of record February 28, 1986.
Information concerning this distribution is available in the
Information Statement Concerning the Distribution of 5,601,730 shares
of VWR Corporaticn Common Stock by Univar Corporation, dated
January 31, 1986,

Effective November 1, 1986 Univar acquired, through a transaction
accounted for as s purchase, the assets of McKesson Chemical Co,
(MCC), one of the leading national distributors of industrial
chemical=. Concurrent with the acquisition, the assets of the former
Van Waters & Rogers division in the U.5. were combined with the MCC
operations and those activities are now carried on through a
wholly-owned subsidiary, Van Waters & Rogars Inc.

MCC had approximately 1,400 employees and generated sales of
approximately $604,000,000 in its most recent fiscal year, so its
acquisition represents an approximate doubling of Univar's business.

The transaction was an extreamely ilmportant one in the developmant of
Univar —- one which deubled the Company in size and has made it
the largest industrial chemical distributor in North America.

Finaneial Information About Industry Segmenta
Industry Segment information for Univay for each of the last
three fiscal years is reported in the Univar Corporation 1987 Annual

Report on page 29, under the caption of Note 14. Industry Segment
Information is incorporated herein by referenca.
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Raw Materials

Numercus asources of supply generally exlst for all raw materials
ezsential to the busineas.

Patents, Trademarks and Trade Namaes

Univar and its subsidiaries own certain trademarks and
tradenames. Univar does not regard the patents or {rademarks as
being of particular importance in its current operationa.

Smasonal Puainass

Ho material portion of the continuing operations of the
registrant or its subsidiaries is regarded as highly seasonal,

Prinecipal Customers

No segment of the continuing operations of the Company is
dependent upon a aingle customer or a few customars, the loas of any
one or more of whom would have a material adverse effect on the
sagmeant. .

Competitive Conditiona

In the distribution of chemicals and related products, Van
Waters & Rogers Inc. and Van Waters & Rogers Ltd. compete with local,
regional and national distributors, as well as manufacturers who
gell direct. Although the acquisition of McoC astablighed Univar as
tha largest industrial chemical distributor in North America, the
Company faces significant competition from distributors who have
a larger market share within local and regional marketa a2 well as
numerous other national distributors.

Razearch and Davelopment

Univar and its subsidiaries do not engage in research activities

relating to the development of new products and the improvements of
existing products.

Environmental Regulation
It is not anticipated that compliance with faderal, state and
local provisions relating to the protection of the environment will

have a material adverse effect on capltal sxpenditures, earnings or
competitive position of the registrant or its subsidiaries.
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Employeea

Twa thousand four hundred fifty-three persons were employed by
Univar and its subsidiaries as of February 28, 1587.

Backlog

Ne record of the backlog of orders is maintained.
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